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ABSTRACT
The task of this Study is to determine the feasibility 
of coordinating state and local fiscal policy frith federal fis­
cal policy in order to stabilize employment at high levels with­
out inflation* The method used is the income approach - the 
study of government fiscal policy in terms of income and employ­
ment, and the period selected for study is 1929-191*0.
There are serious limitations to a coordinated federal, 
state, and local fiscal program for economic stabilization*
These limitations are: (l) the bias of state and local tax 
structures in favor of taxing consumption, and the inflexibility 
of state and local tax structuresj (2) legal, institutional and 
market difficulties experienced by state and local governments 
in obtaining credit; (3) the inability of state and local govern­
ments to stabilize capital expenditures; (1*) the overall failure 
of total government net spending to be properly timed, coordi­
nated, and of a sufficient magnitude to replace the deficiency 
in private spending.
A long-run vision will envisage progress in overcoming 
many of the difficulties of state and local governments; however, 
the immediate emphasis of this Study is on the encouraging 
findings that would seem to verify the feasibility of a coordi­
nated fiscal program. These encouraging factors are: (l) Social
xi
and economic conditions fostered a higher level of federal- 
state spending, reflecting a growing sense of responsibility for 
economic stabilization, (2) State-local tax and spending struc-
■t
tures have become more centralized, with state taxes and spending 
a larger ratio of the total. States are in a better position 
to pursue a counter-cyclical fiscal policy than local govern­
ments. States have more and better administered tax sources, 
better borrowing facilities, and a more flexible, dispersed 
spending program than local governments. (3) Federal grants 
and federal loans to state and local governments offer a means 
by which federal, state, and local fiscal policy can be coor­
dinated. During depressionary times, federal grants may be 
increased. During inflationary periods, federal grants may be 
decreased. Federal agencies could buy state and local issues 
when private credit is unavailable, or when available only at 
abnormally high prices, and sell them when the market for them 
has inproved. (1*) State aid to local governments offers a way 
by which state-local fiscal policy may be coordinated. When 
local units decrease spending as a result of loss of revenues 
during a depression, state aid could be increased; during infla- 
tionary periods, state aid could be decreased. State aid could 
be in the form of buying or guaranteeing the sale of local 
securities as well as direct grants and shared receipts* (5) 
States play a greater role in economic stabilization than is
xii
usually realized. State spending Increased throughout the 
period, and increased at faster rates than state taxes until 
1935* The net effect of state fiscal policy was to add to the 
income flow in every fiscal year except 1937. (6) Government
net spending was counter-cyclical in its effect in many instances. 
Government net spending was income-maintaining during the 1929— 
1933 contraction and net spending probably played an important 
role in the recovery of economic forces.
The logic of an ideal counter-cyclical fiscal policy 
may imply that economic security is desirable at all costs - 
even to the giving up of present economic institutions. This 
need not be the case. Instead, realistically viewed, a coor­
dinated fiscal policy for economic stabilization may be an 
alternative to a socialized economic system. Actually, a coordi­
nated fiscal program at the federal, state, and local levels is 
desirable and feasible without basically altering fiscal struc­




The purpose of this thesis is to investigate the counter­
cyclical aspects of federal-state-local fiscal policy during the 
period of 1929-19UO, and to consider the implications of this 
analysis as to the feasibility of coordinating counter-cyclical 
fiscal policy at the federal-state-local levels. There appears 
to be a consensus among economists in the United States today 
that state and local fiscal policies should be coordinated 
•with federal fiscal policy in order to meet effectively and 
adequately the vital problem of stabilizing national income 
and employment at high levels, without inflation.! The 
opinion among economists is less definite concerning the 
positive nature of state-local fiscal policy in stimulating 
employment and controlling inflation. The task of this inves­
tigation is to test the idea that fiscal policy should be co­
ordinated at federal, state and local levels, and to examine
•̂Alvin H. Hansen and Harvey S. Perl off, State and Local 
Finance in the National Economy (New York: W. W."'Norton and"do.", 
Inc., 19dD, p»19i|j Gerhard Colm, "Fiscal Policy and the Federal 
Budget," income Stabilization For a Developing Democracy, ed*,
Max F# Millikan (New Haven: Yale University Press, 19̂ 3, p* 226; 
John F. Due, Government Finance (Homewood, Illinois: Richard D. 
Irwin, Inc., 193>li, P. i>U7«
Ĥansen and Perloff, loc. cit.; Clarence Heer, "Stabili­
zing State and Local Finance." Problems in Anti-Recession Policy 




more closely the role which state and local governments may be 
expected to play. The latter is attempted in this Study through 
a case study of the fiscal policies of the State of Louisiana 
during'a period of depressed business conditions. The economic 
antecedents of the state spending program which was conducted 
in Louisiana during this period are difficult to determine*
This was the period of the Huey Long "Share-the-Vlfealth Program” 
from which the federal New Deal may even have taken some ideas. 
Methodology:
The central problem of this work is that of studying 
the effects of fiscal policy on total spending.3 By focusing 
attention on total spending, fiscal policy can be evaluated in 
terms of national income and employment levels. For example, 
the primary consideration of a bonus payment to veterans will 
not be its social and political desirability or undesirability, 
but rather, the influence of bonus payments on total spending 
with the consequential results on income and prices. Such an 
analysis of fiscal policy has the advantage of isolating the
3There are many modern treatises that seem to take this 
approach. For example, see Harold M. Somers, Public Finance and 
National Income (Philadelphia: The Blakiston Co., 19U9), pp. H35- 
5>27; Richard W. Iindholm, Introduction to Fiscal Policy (New York: 
Pitman Publishing Corp., 19U8), pp. 3U-CSJ A. P. Lemer, Economics 
of Employment (New York: McGraw-Hill Book Co., Inc., 195lJ> 
pp. 122-137.
3
strategic economic factors involved in stabilizing policies.
In this Study a tax is not viewed primarily in its 
traditional sense as having the essential purpose of financing 
needed expenditures. Instead, tax revenues and changes in tax 
revenues are considered as having the primary function of 
reducing consumer spending and/or investment spending.  ̂ As a 
consequence, the economic effects of tax revenue sources and 
changes are judged in accordance to their relative impact on 
consumption and investment.
Similarly, government spending is viewed as adding to 
the spending stream. Services which government spending provides 
are given secondary attention, the main consideration being 
whether or not government spending is performing the primary 
task of stabilizing income at high levels.
Government borrowing and debt repayment offer some real 
difficulties when analyzed essentially in terms of their impact 
on total spending. To the extent that government borrowing 
withdraws money from the spending stream, and debt repayment 
replenishes the spending stream, government borrowing and debt
T̂his adoption of Lerner’s functional finance concepts 
does not necessarily mean that I adhere completely to these 
concepts; however, his ideas are extremely useful in an anal­
ysis such as that attempted in this study.
k
repayment may have an impact on total spending similar to that, 
of government taxing and government spending. On the other 
hand, to the extent that government borrowing taps funds out­
side the spending stream, and debt repayment adds to funds 
outside the spending stream, borrowing and debt repayment 
will have no appreciable influence on total spending.£
Government borrowing and debt repayment may influence 
total spending indirectly through their influence on the rate 
of interest. Ceteris paribus, an increase in government bor­
rowing will increase the demand for loanable funds and, there­
fore, increase the rate of interest. Debt repayment, by in­
creasing the supply of loanable funds, tends to lower the rate 
of interest. However, even this influence of government bor­
rowing and debt repayment may not take place in a society where 
the supply of loanable funds can be changed by the money creating 
activities of banks. For example, an increase in demand for 
loanable funds by government agencies may be met by the banking 
system’s creating new funds in the form of demand deposits.
Also, government debt repayments may simply increase hoarded 
funds without increasing the supply of loanable funds.
5lt is generally considered that taxes differ from bor­
rowing as revenue sources in two important ways: borrowing is 
more likely to tap relatively idle funds, and borrowing does 
not drastically reduce the liquidity positions of the lenders. 
See, Mary Jean Bowman and George Leland Bach, Economic Analysis 
and Public Policy (New York: Prentice-Hall, Inc., 19U9), pp. 775-776.
5,
Therefore, the rate of interest may be unaffected.
Of even greater importance is the fact that government 
borrowing indicates deficit spending which is expansionary 
while debt repayment indicates government surpluses which are 
contractionary. Vihen government spending exceeds tax revenues, 
borrowing is usually necessary to finance this deficit. This 
deficit indicates the net addition to the income stream. V.hen 
tax revenues exceed government spending, a surplus is incurred. 
This surplus may be used to repay the debt or be kept in 
reserve. In either case, the surplus shows the net subtraction 
from the income stream.
An attempt is made to establish certain criteria for 
judging the relative impact of tax revenues and government 
spending on the flow of consumer and investment spending.
Methods are devised for measuring the "net effect" of govern­
ment fiscal policy, i.e., the difference between what is taken 
out of the income stream in the form of tax revenues and what 
is put into the income stream in the form of spending. 
Limitations t
There are obvious limitations inherent in the method 
of approach employed in this study. There are also limitations 
in the subject under study - fiscal policy at the federal
6
level and especially at the state-local level.̂  This approach 
intentionally ignores many important problems of public finance. 
Equity considerations, administrative problems, jurisdictional 
problems, over-lapping tax sources, individual expenditure pro­
grams, etc. y  are given only secondary attention. When these 
problems are analyzed, they are analyzed in terms of their 
counter-cyclical effects.
The limitations of a counter-cyclical policy at state- 
local levels are inherent in the nature of the services which 
state and local governments supply, the character of their tax 
revenue sources, the credit which is available to them. Many 
institutional and political factors limit the possibilities of
Ĉhere are limitations to a positive fiscal policy at 
the federal level; for example, unemployment may result because 
of monopolistic restraints, maladjustments in prices and costs, 
etc. Ih these cases, increased government spending would not 
get to the root of the problem, since unemployment was not the 
result of inadequate spending. See Arthur Smithies, "Federal 
Budgeting and Fiscal Policy," A Survey of Contemporary Economics 
ed., Howard S. Ellis (Philadelphia: Blakeston Co., 19 u9), pp. 
176-179.
7Excellent discussions of these problems may be found 
in most modern treatises on Public Finance. See John F. Due, 
Government Finance, pp. Ii0$-Ul2; Harold M. Groves, Financ­
ing Government, (3rd Edition; New York: Henry Holt and Co., 
1950;, pp. h3$-k39*
state-local fiscal policy.8 Most state and local expenditures 
cannot be subjected to the flexibility that a counter-cyclical 
fiscal policy may dictate; for example, education, welfare, 
protection, and similar services do not depend on the ups and 
downs in business conditions but rather on the number of the 
people in the conmunity and the quality of service desired.
The tax and credit sources of state and local government are 
even more inflexible than state and local expenditures. Un­
like the federal government, these governmental units do not 
have the power to print money or the power to use, at their 
discretion, the credit of the Federal Reserve Banking System; 
therefore, state and local units cannot pursue deficit spending 
when and as desired. Also, state and local governmental units 
rely on tax sources such as sales, excise, and property taxes 
that are relatively insensitive to cyclical changes and have a 
relatively deflationary bias. Besides these limitations, 
probably the most serious obstacles to a rational fiscal policy 
at the state-local level are the institutional factors such as 
statutory limitations on debts, uninformed political leaders, 
deep-seated traditional beliefs concerning the autonomy of
Ĝeorge W. Mitchell, Oscar F. Litterer, and Evsey D. 
Dormar, "State and Local Finance," Public Finance and Full 
Bnployment, Postwar Economic Studies, No. ^ (Washington:
Board of Governors of the Federal Reserve System, 19lif>), P* 123; 
Hansen and Perloff, State and Local Finance in the National 
Economy, pp. 19U-220
8
the different levels of government, and inter-governmental 
competition for tax sources. The magnitude of these problems 
does not necessarily rule out the possibility of an integrated 
federal-state-local fiscal policy. However, it does suggest 
the difficulties of the task.
There is the further limitation that the state will 
have a relatively insignificant impact on the total flow of 
spending. Also, the fiscal policies of one state may have 
only a minimum influence on income and employment within its 
ovra boundaries. The economic effects of borrowing and spending 
by states will not be limited to their local economies.9 The 
income generating effect of spending transcends state bounda­
ries. Similarly, state borrowing typically takes place by the 
tapping of loanable funds both inside and outside the given 
state. To the extent that the latter occurs, borrowing will 
have no restricting influence on local spending within the 
state. Clearly the national and the local importance of fis­
cal policy at the state level will depend in part upon the 
extent to which such action is concerted.
Organization:
The organization of this thesis is a3 follows: Chapter 
II discusses the development of.counter-cyclical fiscal theory,
?B. U. Ratchford, American State Debts (Durham, North 
Carolina: Duke University Press, 19Ul), pp. $ k l-5 k9•
9
and presents a theoretical structure which forms the basis for 
the analysis which follows. Chapter III presents an analysis 
of the counter-cyclical aspects of federal, state and local 
fiscal policy during 1929-19U0, and Chapter IV presents a 
similar analysis of Louisiana's tax, expenditure, and debt 
policies during the same period. The fifth and last Chapter 
presents the implications and conclusions of the Study.
• Chapter II 
DEVELOPMENT OF COUNTER-CYCLICAL FISCAL THEORY
The salient characteristic concerning the development 
of economic knowledge is the dynamic and realistic quality of 
economic knowledge. Economic theories and the development of 
theoretical structures have not been conceived in a vacuum, 
but rather, in the midst of the living economic organism with 
its mental and physical depressions and apprehensions. As 
'Wesley C. Mitchell appropriately phrased it, "Economic theory 
has developed out of an intellectual response to the problems 
of the day."1 Adam Smith's propaganda tract refuting mer- 
cantilistic doctrines came at a time when mercantilism was 
already in the process of decay.2 The premise may be advanced 
that the development of economic thought received greater 
impetus from David Ricardo than from Thomas Malthus, not be­
cause Ricardo was more profound, or possessed with a deeper 
insight into economic variables} time has shown, perhaps, the 
opposite to be true. Instead, Ricardo's dominance in economic 
thought over Malthus is due to Ricardo's theories appealing to 
the rising capitalistic class - a class that found a
Lesley C. Mitchell, Lecture Notes on Types of Economic 




theoretical justification for its "struggle for power."3
A similar view concerning the development of economic 
theory and economic policy is held by John H. Williams. Ac­
cording to Williams, economic theory is a "rationalization" 
of experience: "There is an inevitable human tendency to
rationalize experience, and as events have unfolded over the 
past decade there has been much shifting of positions as to 
theories and policies.It is accepted without question that 
events do shape man’s thoughts, but man's theories and ideas 
may be just as instrumental in shaping and influencing social 
and economic events. The social events which give birth to 
the social problem, and the intellectual response to the prob­
lem go hand and hand. One does not precede the other - both 
the theory, which attempts to explain the social event, and the 
event itself evolve out of and within the same social process. 
Therefore, it is not so much a "rationalization" that brings 
forth new theories and policiesj instead, it is an intellec­
tual response to social reality that causes old theories to 
be changed and replaced by new theories. As Keynes so clearly
3Ibid., pp. 117-183.
kjohn H. Williams, "Deficit Spending," Readings in 
Business Cycle Theory, ed., American Economic Association 
(Philadelphia: 'the Blakeston Co., 19UW> p* 272,
12
understood: "Practical men, who believe themselves to be 
quite exempt from any intellectual influences are usually the
slaves of some defunct economist. Madmen in authority, who
hear voices in the air, are distilling their frenzy from some
academic scribbler of a few years baok."£
This Chapter examines the intellectual responses to 
economic conditions in the thirties, and the ensuing theories 
of fiscal policy which developed. However, the primary pur­
pose of the Chapter is to construct a theoretical structure 
within which fiscal theory may be discussed, and fiscal poli­
cies may be analyzed.
The Theoretical Structure
The social climate and the economic conditions of unem­
ployment of the thirties were a challenge to the development of 
a new philosophy of fiscal policy - a philosophy that would 
marshall the forces of government spending, taxation, and bor­
rowing against the problem of unemployment. This challenge 
was met. In the political arena, New Deal legislation paved 
the way for concerted action. In the field of ideas, economic
'’John M. Keynes, The General Theory of Employment. 
Interest, and Money (New York: Harcourt, Brace and Co., 1937)» 
p. 3S3, (tn the future this reference will be referred to as 
Keynes, The General Theory).
^See appendix to this Chapter for outline of the theo­
retical structure.
13
theorists such as Keynes, R. F. Kahn, J. M. Clark, A. H. Hansen, 
and W. C. Mitchell, devoted their mental energies to the task 
of developing concepts and tools that would make fiscal poli­
cies more effective in solving the economic and social problems 
of unemployment. It takes a well-knit theory, a structure to 
give a new philosophy lasting permanence. Keynes, in his clas­
sic treatise The General Theory of Employment, Interest and 
Money provided this theoretical framework.7 Therefore, it is 
appropriate to begin the discussion of current fiscal theory 
with a brief discussion of this systematic framework within 
which fiscal "tools of analysis" have developed. The following 
theoretical structure is, however, a synthesis of Keynesian and 
other concepts.
According to this theory, the level of income is a func­
tion of total spending. Thus, when total spending increases, 
income increases, and when total spending decreases, income 
decreases. Total spending represents what producers receive in 
the form of consumer and investment spending. Income represents 
what producers pay out in the form of wages, interest, rent, 
and profits. Therefore, when producers receive in the form of 
consumer and investment spending more than they pay out in the 
form of wages, interest, rent, and profits, production will
7John F. Due, Government Finance, An Economic Analysis,
p. U71.
tend to expand, and along with it income and prices will rise.
On the other hand, when producers receive, in the form of con­
sumer and investment spending, less than they pay out in the 
form of wages, interest, rent, and profits, production, income 
and prices will tend to decline. It may be concluded, then, 
that income fluctuates until total spending equals the cost of 
producing the national output.8
The level of income in society is not only a function 
of the levels of consumer plus investment spending, but also 
a function of the distribution of consumer and investment 
spending. A situation may arise in which either consumer or 
investment spending is inadequate and yet total spending is at 
a sufficient level. In this case, an undesirable tendency 
may develop, not because there is not enough spending, but 
because there are not the right proportions of con-umer and 
investment spending. Two types of problems may arise. An 
inadequate ratio of investment spending may seriously impede 
the rate of economic progress. An inadequate ratio of consumer
8This is just another way of saying that income will 
fluctuate until intended saving equals intended investment. See 
Paul A. Sarauelson, Economics, An Introductory Analysis (New lork: 
McGraw-Hill Book Co., Inc., 19̂ 1), p. 276. Also see, Alvin Han­
sen’s comment showing how the critics of Keynes' confused the 
equality of saving and investment with their equality at equi­
librium* A Guide to Keynes (New York: McGraw-Hill Book Co.,
Inc., 19#), p. 59.
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spending may create a problem of over-investment. Thomas 
Malthus was one of the first economists to clearly visualize 
this problem. Despite its importance, the problem of the dis­
tribution of spending is still often disregarded.̂
Consumer spending depends on current and prospective 
incomes and prices, and on consumers1 tastes and preferences, 
which are influenced by the supply of money, government spending 
and taxing policies, investment spending, and general economic 
conditions. The consumption function is the relation between 
income and consumption, and the marginal propensity to consume, 
which shows what will be spent out of any change in income, 
may be derived from it.-1-0
Investment spending may be divided into replacement 
investment, induced investment, and autonomous investment.
%arlan L. McCracken, Value Theory and Business Cycle 
(Binghamton, New York: Vail-Ballou Press, Inc., 1933), pp. 
137-11*1.
^Keynes made two assumptions concerning the consumption 
function that have been subject to wide debate. One, the posi­
tion of the function is fairly stable, and two, the slope of the 
curve is such that as income increases, consumption increases 
less than the increase in income. Sometimes Keynes made a 
third assumption - as income increases, the percentage consumed 
decreases. See Keynes, The General Theory, pp. 96-97* See 
the following criticisms of Keynes1 assumptions concerning the 
consumption function: A. F. Bums, The Frontiers of Economic
Knowledge (Princeton: Princeton University Press, 195k)/ p. 
l6j J. A. Schumpeter, Capitalism, Socialism and Democracy 
(New York: Harpers, 191*2), pp. 39l*-395j also, Hansen's rationa­
lization of Keynes' position in A Guide to Keynes, pp. 71-81.
16
Replacement investment will depend on the current consumption 
level induced investment will depend on the change in 
consumption,12 and autonomous investment will depend on inno­
vations and public investment.-̂  The inducement to invest 
is a function of the marginal efficiency of capital (rate of 
discount which equates the prospective net income to the 
supply price of the asset) and the rate of interest. The 
net profits "Expected" from buying a new capital asset depends 
on the existing supply of similar assets, prospective costs 
and prices, prospective consumer spending, the availability 
and cost of money, government spending and taxing policies, 
and general economic conditions in the present and expected 
in the future. The rate of interest, the other factor deter­
mining the inducement to invest, is the price paid for loan­
able funds, and like any price will be determined by all of 
the forces behind the demand for and the supply of loanable
•̂ •Alvin H. Hansen, Fiscal Policy and Business Cycles 
(New York: W. W. Norton and Co., Inc., 19l|l), pp. 27i*-275>j 
David McCord Wright, Capitalism (New York: McGraw-Hill Book 
Co., Inc., 19£l), pp. 137-lUl.
•̂ Wright, loc. cit.
^James A. Estey, Business Cycles (3rd Edition̂
New York: Prentice Hall, 191*1), p. 279.
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funds The forces that may be said to be operating on the 
demand side are profit expectations from investing, the public's 
desires and expectations concerning holding assets in the form 
of cash, money destroying activities of the monetary system, 
and borrowing policies of the government. The forces opera­
ting behind the supply of loanable money are preferences of 
future consumption over current consumption, the public's 
desires and expectations concerning holding assets in a non­
liquid form, the money creating activities of the monetary 
system, and the lending and debt repayment policies of the 
government•
A new capital asset is preferred to an old capital 
asset when it is cheaper to buy a new capital asset; that is, 
when the marginal efficiency of capital is greater than the 
rate of interest. When this is the case, the value or cost 
of the old asset, which is found by discounting prospective 
net yields by the rate of interest, is greater than the sup­
ply price or replacement cost of a new capital asset, which
•̂ The following is an attempt to synthesize the liquidi­
ty preference theory of the rate with the loanable funds theory. 
See A. P. Lerner, "Alternative Formulations of the Theory of 
Interest," The New Economics, ed., Seymour E. Harris (New lork: 
Alfred A. Knopf, 19̂ 0), pp. 63U-65U; Hansen, A Guide to Keynes, 
pp. Ili0-1$3; D. H. Robertson, "What Has Happened to the Rate of 
Interest," Utility and All That (New lork: The MacMillan Co., 
1952), pp. w & r
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is found by capitalizing future net yields by the marginal 
efficiency of capital. Under these conditions, new capital 
assets would be forthcoming as new assets can be bought for 
less than the cost of existing capital assets. However, as 
the supply of new capital assets increases, the cost of these 
assets will increase and the prospective net return from selling 
the output of the new asset will decrease; new capital assets 
begin to compete with each other, and bid up the costs of pro­
ducing the asset and lower the prices of the products of the 
asset. The rate of return over cost (marginal efficiency of 
capital) decreases as the supply of new capital assets increases. 
At the same time, certain forces in the market cause the value 
of old assets to fall. The building of new capital assets 
increases the demand for loanable funds, and thereby the rate of 
interest is increased. Thus, with the value or cost of new 
capital assets rising (marginal efficiency of capital falling) 
and the value or cost of old capital assets falling (rate of 
interest rising), a point is reached when it is no longer 
rational to buy new capital assets. It may be concluded that 
the the volume of investments will increase up to the point 
where the marginal efficiency of capital equals the rate of
interest.
15Unless there is an increase in the supply of money.
■̂ Keynes, The General Theory. pp» 136-137*
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Once the holder of wealth decides not to buy new capi­
tal assets, he has two remaining alternatives. He may hold 
his assets in the most liquid form, cash, and/or hold his as­
sets in the next most liquid form, debt. Whether he prefers 
cash over debts depends on the future rate of interest. If 
the future rate of interest is expected to rise, cash will be 
preferred because: a) the price for securities will be lower 
in the future; b) the current cost of holding cash is low rela­
tive to anticipations. As Keynes lucidly states, the holders 
of wealth are always in the process of weighing alternatives, 
and if real capital assets are to be preferred to debts and cash, 
then the price of these assets will shift until, "having regard 
to their prospective yields and account being taken of all 
those elements of doubt and uncertainty,...which affect the 
mind of the investor, they offer an equal apparent advantage 
to the marginal investor."^
Consumer spending and investment spending are not only 
important per se in determining the level of income, but also 
they are important because they mutually influence each other 
via the multiplier principle and the acceleration principle.
The multiplier principle shows investment spending stimulating
17J. M. Keynes, "The General Theory," in, The Hew 
Economics, ed., Seymour E. Harris, p. 188.
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consumer spending and respending.18 The acceleration princi­
ple shows changes in consumer spending inducing investment 
spending. The marginal propensity to consume is a strategic 
factor both in determining the "multiplier effect" of primary 
investment and of investment induced by consumption; the 
amount of extra consumer spending arising out of a change in 
income is determined by the marginal propensity to consume. 
Multiplier and Acceleration Principlest
The development and refinement of the multiplier and 
acceleration principles and their interaction have been extremely 
useful in explaining the income creating activities of govern­
ment spending. As Hansen states, the multiplier principle, 
that is the relation between investment spending and income, 
had been recognized before in business cycle literature, but 
it had been presented in some vague form - typically a "state­
ment of tendency.During the Great Depression, and since, 
intellectual energies have been channeled toward developing a 
more systematic understanding of these concepts.
R. F. Kahn is given credit for first presenting the
1 OThe multiplier principle is usually stated in this 
way; however, the multiplier principle may apply to changes in 
consumer spending as well as to changes in investment spending. 
See Hansen's, A Guide to Keynes, p. 90.
•̂ Loc. cit.
21
multiplier concept in his article in the Economic Journal in 
June, 1 9 3 1 indeed, Hansen states that Kahn's article on the 
multiplier "is one of the great landmarks of economic analy- 
sis;,,cx J. B. Clark worked out the multiplier notion at about 
the same time, but Clark’s concern with the multiplier was in 
explaining "the expansion phase of a normal business cycle, 
and had nothing to do with public stimulating spending."^ 
Keynes followed the lead of Kahn and made vital use of the 
multiplier'concept in manifesting the importance of investment 
spending. Actually, Kahn's multiplier is an "employment" 
multiplier, and Keynes' multiplier is an investment multi­
plier. Keynes noted the difference between the two multipliers 
and concluded that there is no reason to think that the two 
multipliers will be equal to each other.̂ 3 According to 
Hansen, however, the two multipliers are, for all general
F. Kahn, "The Relation of Horae Investment to Unem­
ployment," The Economic Journal, June, 1931> pp» 173-198.
^Hansen, A Guide to Keynes, p. 88.
22j, m. Clark, "An Appraisal of the Yforkability of 
Compensatory Devices," Readings in Business Cycle Theory, ed., 
American Economic Association (Philadelphia: ihe Biakeston Co., 
19Wi), pp. 300-301.
^Keynes, The General Theory, p. llf>.
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purposes, the same.2^
The acceleration principle has been developed and refined 
by J. M. Clark,25 Simon Kuznets,2̂  A. C. Pigou,2? and R. F. 
Harrod.2  ̂ The name of Keynes is conspicuous in its absence from 
this list. However, Hariy Williams, Jr., in a paper presented be­
fore the Southwestern Social Science Association may have solved 
the mystery of why Keynes did not discuss the acceleration princi­
ple by suggesting that Keynes purposely ignored the acceleration 
effect "in order to draw attention to the fact that it was invest­
ment and not consumption that was so necessary to make the 
capitalistic mare go."2  ̂ It is Hansen who developed the concept
^̂ The employment multiplier shows how many times a change 
in investments must be multiplied to get a given total change in 
employment, while the investment multiplier shows how many times 
a change in investments must be multiplied to get a given change 
in total income. See Hansen, A Guide to Keynes, p. 87*
2̂ J. M. Clark, Economics of Overhead Costs (Chicago: The 
University of Chicago Press, 192377 PP* 3̂ 9-1x03.
^̂ Simon Kuznets, "Relation Between Capital Goods and 
Finished Products in the Business Cycle," Economic Essays in 
Honor of Wesley Clair Mitchell (New York: Columbia University 
Press, 193!?)V pp. 209-257̂
^A. C. PLgou, Industrial Fluctuations (2nd Edition;
London: MacMillan and Co., 1929), pp. 107-113•
2®R. F. Harrod, The Trade Cycle (Oxford: The Clarendon 
Press, 1936), pp. 53-106.
^Harry Williams, Jr., "Twenty Years of General Theory," 
Paper presented before the Southwestern Social Science Association, 
Dallas, Texas, April, 1955* (unpublished).
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of the "leverage coefficient," which attempts to show the inter­
action of the multiplier and the accelerator.^ Also, Samuelson 
demonstrated the ramifications of this interaction between the 
multiplier and accelerator in his oft-quoted article published 
in 1939 in The Review of Economic Statistics.31
The key to an understanding of the investment multi­
plier lies in : a) understanding that one person's expenditures 
are another person's income, and b) part of income received may 
be taken out of the income stream. Vfhen public expenditures 
are increased, there will be not only a primary increase in 
income, but also a secondary increase in incomej32 recipients
of the initial public spending will increase their spending for 
goods and services, thereby, creating income for someone else. 
Thus, a chaii. of spending and respending is started throughout
3̂ Alvin H. Hansen, Fiscal Policy and Business Cycles,
p. 26k•
^Paul A. Samuelson, "Interaction Between the Multiplier 
Analysis and the Principle of Acceleration," The Review of 
Economic Statistics. XXI, February, 1939, 7f>»
^Secondary increases in income will not occur if the 
marginal propensity to consume is zero. See appendix to this 
Chapter, Case V.
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the economic system. The total income eventually created and 
the tapering off of this chain of respending depend on the part 
of the income that is held outside of the income stream*33 
The part of the increment of income that is held outside the 
income stream depends on the marginal propensity to consume, 
since it is the marginal propensity.to consume which determines 
the part of the increased income that will be consumed. The 
larger the marginal propensity to consume, the larger the secon­
dary increases in income will be and the smaller the leakages 
from the income stream. On the other hand, the smaller the 
marginal propensity to consume, the smaller will be the secon­
dary increases in income and the larger the leakages from the 
income stream.3U
33some important instances when part of the income received 
is being held outside of the income stream are: l) debts are repaid: 
2) idle bank deposits increase; 3) income is used to buy imports; U) 
income is used to buy securities, proceeds of which are held idle;
$) stocks are not replaced as a result of purchases. See Hansen,
A Guide to Keynes, pp. 89-90.
3l4The "multiplier" is usually described as being the numeri­
cal coefficient that one must multiply by the original change in 
investment in order to get the total change in income. And this 
numerical coefficient is found by taking the reciprocal of one minus 
the marginal propensity to consume ( 1 ) or the reciprocal of(l-MP<3)
the marginal propensity to save ( 1 ),
(MP§~)
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It should be noted that the marginal propensity to 
consume does not determine exactly what the leakages will bej 
the marginal propensity to consume shows what is available to 
be held outside the income stream, not what is held outside 
the income stream. A part of the income received that is not 
consumed may get into the income stream in the form of invest­
ment spending. To this extent, secondary increases in income 
will be maintained at their previous level, for the income 
created from previous spending returns to the income stream in 
the form of either consumer or investment spending.35
A distinction may be drawn between the pump priming 
concept and the multiplier concept. The pump priming concept 
evolved out of the thirties when many writers adhered to the 
belief that public spending would break the "log-jam," and permit 
the flow of private spending to go on its way toward full utili­
zation of resources without further need of public s p e n d i n g .36 To 
the contrary, the investment multiplier principle demonstrates that 
even a continuous injection of public spending will increase the 
level of income until public spending equals new saving not matched
35see Appendix to this Chapter, Casell.
3%ansen, Fiscal Policy and Business Cycles, p. 262.
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by private investment.37 The multiplier concept says nothing 
concerning the ability of public spending to be withdrawn after 
a certain time. If anything, the multiplier principle suggests 
the opposite. Only in one special case would recurring public 
spending necessarily lead to full employment and inflation. 
Assuming a continuous injection of public spending and a marginal 
propensity to consume equal to unity, any increase in public 
spending that is maintained would send the economy spiraling.38
As public investment spending or private investment 
spending generate income through inducing consumer spending and 
respending, changes in consumer spending induce further changes 
in investment spending. The influence of consumer spending on 
investment spending is determined by the accelerator coefficient, 
and will depend on a multitude of factors such as the phase of 
the cycle, and the type and kinds of consumer and investment 
goods involved.39 An accelerator coefficient of one means that 
a change in consumption of, let us say, one billion dollars 
will induce a change in investments of a similar amount; a
37See Appendix to this Chapter, Case III.
3®See Appendix to this Chapter, Case VI.
^Hansen, Fiscal Policy and Business Cycles, pp. 27U-276.
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coefficient of two means that a change in consumption of one 
billion dollars will induce a change in investments of two 
billion dollars, and so on.
The common sense notion of the acceleration principle is 
that small changes in consumer demands may result in relatively 
large changes in the demand for investment goods, thereby indi­
cating the volatile nature of investments.̂ 0 A simplified exam­
ple will make this clear. Assuming the estimated life of a 
machine is ten years, and that each machine can produce one 
hundred units, consumer sales of one thousand units will neces­
sitate the use of ten machines. As long as consumer sales stay 
at the present level of one thousand units, only one machine 
needs to be bought each year, and this is for the purpose of 
replacing the machine that is wearing out.kl- Now, an increase 
in consumer sales of ten per cent will result in a one hundred 
per cent increase in the demand for machinesj a new machine to 
produce the additional one hundred units is needed as well as 
a new machine to replace the one that has worn out. This 
significant change in the demand for machines will mean that the
^Gottfried Haberler, Prosperity and Depression (3rd 
Edition, Enlarged by Part H I 5 Lake Success, New York: United 
Nations Press, 19ii6j, p. 88.
^It is assumed that the machines have been bought in 
such a way as to assure that one is wearing out each year.
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machine producer will now have to double his production, at­
tracting resources and increasing incomes and employment in 
the process. However, if consumer sales level off at the new 
volume, only a replacement machine will be needed.the following 
year. As a consequence, the demand for new machines will drop 
to zero with the ensuing results of falling incomes and unem­
ployment in the machine producing industry.
Hansen and Samuelson worked out four cases that show 
all of the possible variations that can happen when the inter­
action of consumer and investment spending are taken into con­
sideration.^ These four cases are presented in the Appendix 
of this Chapter. Under normal circumstances, induced invest­
ment is not strategiju-dTT’Hetermining what the eventual level of 
income will bej instead, induced investment influences the route 
which income takes to get to a certain level. This follows 
because new investments are induced only when there is a change 
in consumption as a result of a change in income.̂ 3 Once 
there is no further change in income, induced investments will
k^Paul A. Samuelson, o£. cit., p. 75} Hansen, Fiscal 
Policy and Business Cycles, p. 285.
ii3The change in consumption may take place as a result 
of a change in tastes or changes in the distribution of income.
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not be forthcoming. Also, induced investment is geared to the 
rate of change in consumption; when the rate of change in con­
sumption decreases, induced investments will decrease.
In Case 1, the marginal propensity to consume is .5, 
and the accelerator coefficient is zero. In this instance, of 
course, only the multiplier effect is operating. Thus., a 
continuous injection of public investments will result in a 
steady increase in the level of income until a new level of 
income is reached which is greater by twice the amount of the 
original change in investment.W*
In Case 2, the marginal propensity to consume is again 
.5, but the accelerator coefficient is 2. Under these assump­
tions, the level of income will rise much more rapidly, reach 
a peak, decline and then begin to rise again. The fluctuations 
in income will be regular and around the multiplier level. The 
decline in income will go below the level of income in Case 1 
even though a continuous flow of public investment is taking 
place.This demonstrates that an expansion may come to an
^This is true because at the new level of income, saving 
would have increased sufficiently to offset the new investment.
kẐThis is true because with an accelerator coefficient as 
high as 2, any change in consumption will have twice the effect 
on investments; therefore, any decrease in the rate of consump­
tion will induce much less investment and thereby much less 
income.
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end in spite of the fact that public investment is continuing 
at a steady rate.
Case 3 and Case h are both explosive. In Case 3 
(coefficient 2 and multiplier ) the cyclical fluctuations are 
increasing in severity. In Case h, the marginal propensity to 
.consume and the acceleration coefficient are both very high, .8 
and U respectively. Under these extreme conditions, the level 
of income would continue to rise, approaching a compound interest 
rate of growth.
The vital conclusions which may be drawn from the above 
multiplier and acceleration analyses are three: first, a con­
tinuous level of public investment is essential for income to 
be maintainedj second, under most conditions, the acceleration 
principle accounts only for the cyclical fluctuations in incomej 
third, under certain circumstances, even a continuous level of 
public spending might fail to keep income at a high level.
Fiscal Policy Theory:
An attempt has been made to show that the level of 
income and employment is a function of consumer and investment 
spending and their interaction via the multiplier and accele­
rator principles. This theoretical discussion of the basic 
forces determining and influencing the flow of spending has 
established the necessary setting for the development of a 
theory of fiscal policy. The way in which government spending,
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taxing, and borrowing policies may influence the flow of 
spending has been implied and even stated in many instances. 
Now the purpose and scope of modern fiscal policy theory at the 
federal level may be presented.
Modem fiscal policy is a conscious attempt to shape 
and to direct government taxation and spending so as to stabi­
lize the level of income and production at high levels without 
inflation.^ It was the latter thirties before the federal 
government of this country consciously pursued such a policy.
In the early thirties, a policy of deficit spending was prac­
ticed, based on the pump priming idea. In the confusion of 
the day, the policy makers felt that government spending in 
excess of tax revenues was only a temporary phenomenon. As 
Arthur Smithies states, "There was little thought of a syste­
matic anticyclical policy, far less of the need to adapt fiscal 
policy to long-run economic objectives."k7 The slump in the 
latter half of 1937 coupled with the writings of Keynes, Hansen 
and others brought about a fundamental change in belief as to 
the role of fiscal policy in economic affairs. Deficit
^Samuelson, Economics. An Introductory Analysis, p. 395*
^Smithies, "Federal Budgeting and Fiscal Policy,"
A.Survey of Contemporary Economics, ed., Howard S. Ellis (Phila­
delphia* The Blakiston Co., 19̂ 9)» p» 175*
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spending was no longer conceived of as a stimulating device 
needed because private investment was temporarily depressed; 
instead, deficit spending came to be considered as a permanent 
means for compensating for the lack of private investment.
Also, it may be noted that the post-war problem of 
inflation brought about another change in emphasis. In the 
thirties, the emphasis was placed on increasing government 
spending as a means of promoting recovery. The possibility 
that decreasing taxes was an alternative, or that increasing 
government spending and decreasing taxes would enable the 
problem to be approached on two fronts received little atten­
tion.^ However, post-war thinking concerning the role of 
taxes as a compensating device has received wide attention.
While it appears that most economists accept the thesis 
that the federal government has a respovisibility for the 
problems of unemployment and inflation, there is disagreement
^Williams, "Deficit Spending," p. 278.
^Smithies, 0£. cit., p. 176. Also, see Henry H. Vil-
lard's discussion which shows how a reduction in taxes is an 
alternative to increasing government spending in: Deficit 
Spending and the National Income (New York: Farrar and Rinehart, 
Inc., I9I4.I), pp. 109-110.
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as to the ultimate goal of fiscal p o l i c y .£0 Q n e  viewpoint 
gives fiscal policy the goal of off-setting extreme fluctua­
tions in the business cycle. This position considers fiscal 
policy as a short-run counter-cyclical device, necessitating 
a budget deficit in bad years and a budget surplus in good 
years. The budget surplus in good years would be used to pay 
off the debt incurred during the bad years, so the budget would 
be balanced over the cycle. This view looks at fiscal policy 
as a balancing wheel, and attempts to prevent secondary cumu­
lative movements that might lead to serious deflations and 
inflations. This fiscal theory tolerates some unemployment, 
and is subject to criticism on this account. On the other 
hand, it does allow the system a relatively high degree of 
freedom in which to function under its own forces.
^For alternative fiscal policy theories see Samuelson, 
Economics, An Introductory Analysis, p. 395j George Leland Bach, 
Economics, An Introduction to Analysis and Policy (New Xork: 
Prentice-Hall, Inc., 19$h)f pp. $82-5&$; Corners, Public Finance 
and National Income, pp. 513-327j Due, Government Finance, U70- 
ftichard A. Musgrove, "Alternative Budget Policies for Full 
Employment," The American Economic Review, XXXV (June, 19h$)j 387• 
In the above references only Samuelson fails to treat a "balanced 
budget" as a stabilizing policy. A balanced budget may have a 
stabilizing influence through redistributing income in the appro­
priate manner. See Samuelson*s defense of his position in 
"The Theory of Pump-Priming Re-examined," The American Economic 
Review, XXX (September, 19lIo), 503-5014*
The second viewpoint of modern fiscal theory gives fis­
cal policy the more important task of assuring full or very high 
employment levels. Government spending would exceed government 
taxation in any year that full utilization of resources would 
make it necessary. A budget surplus would be called for only 
when higher total spending would lead to no further increase in 
production levels. This fiscal theory has been championed by 
the exponents of the secular stagnation thesis, and may be 
criticized on this account; also, this position has the dis­
advantage of having an inflationary bias, and of necessitating
an ever increasing public debt.5l
The appropriate fiscal policy depends on the phase of
the cycle, whether society is a high saving or a high consuming 
society, and the basic cause or causes of the economic fluc­
tuation.^ Thus, it is impossible to present a fiscal policy 
that is applicable to all societies and to all situations. 
However, under given conditions, specific fiscal policies may 
be suggested. For the purposes of this Study it is assumed that
^A. P. Lemer, Economics of Control (New York: The Mac­
Millan Co., 19U9), pp. 302-322.
^Lemer does not think it is necessary to know the cause 
of economic fluctuation in order to have the appropriate fiscal 
policy to correct the economic fluctuation. See his Economics 
of Employment, p. 307* This position seems somewhat untenable. 
What if unemployment is caused because labor has priced itself 
out of the market? See H. L. McCracken, "Economic Contradic­
tions," The Southern Economic Journal, XIII (April, 19h7)f 356.
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the basic cause of the cycle is not institutional factors such 
as monopolistic practices, maladjustments in price-cost rela­
tionships, inadequate monetary policies, but rather that economic 
fluctuations are caused by "too much” spending at times and 
"not enough" spending at other times. It is further assumed 
that the United States society is basically a high income 
saving society, but that there is no immutable law concerning 
the ratio of consumption to income. Instead, the relationship 
between income and consumption is subject to wide variations 
depending on consumer tastes and on anticipations concerning 
the future.33 Also, society is visualized as having ample 
investment outlets, but investments are subject to wide varia­
tions in accordance to changes in profit expectations. Under 
these assumptions, what is the appropriate fiscal policy for 
each phase of the cycle?
Fiscal policies are typically presented only for the 
prosperity and depression phases of the cycle. One reason that
53 ̂The instability of the consumption function has been 
demonstrated from the various studies done on this subject.
See Harry Williams, Jr. "Twenty Years of General Theory;"
Also, see Hansen's discussion of Dusenberry's thesis that the 
marginal propensity to consume is higher in a boom than it 
is when the recovery gets under way. Hansen, A Guide to 
Keynes, pp. 102-103.
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may be offered to explain this is that during these periods the 
appropriate fiscal policy is more easily defined. However, it 
would seem that the crucial role of fiscal policy is that of 
shaping the flow of spending during the upper and lower turning 
points so that secondary cumulative movements do not cause a 
sorious depression or inflation. For this reason attention is 
given first to fiscal policy during the upper and lower turning 
points, or recessionary and revival phases of the cycle. Atten­
tion is then given to fiscal policy during the prosperity and 
and depression phases of the cycle.
The characteristics that are assumed to be prevalent 
in the econoiqy during the recessionary phase are: (l) employ­
ment is still very high, but unemployment is increasing in 
important segments of the economy; (2) production has caught 
up with demand, and prices are showing downward tendencies;
(3) costs and prices are high, and buyers are showing reluc­
tance to pay these prices; (U) private investment spending is 
falling off, especially in the construction goods industries;
(5) spending on consumer durable goods is likewise falling off;
(6) inventories are not being replaced as rapidly as before;
(7) excess bank reserves are low and the rate of interest is 
relatively high; (8) profit expectations are narrowing as rising 
costs are not being off-set by rising prices. What is the
role of fiscal policy under these conditions? The problem
is not to permit the leveling off of production to develop into 
a cumulative downward movement via the multiplier and accele­
ration principles, and yet, at the same time to permit competi­
tive forces to adjust production to consumption, and to bring 
about a better relationship between costs and prices.
Under the above conditions, government spending should 
be gradually increased relative to taxes, thereby, putting more 
money into the income stream in the form of spending than is 
taken out of the income stream in the form of taxes. This can 
be accomplished in one of several ways. Government spending 
may be maintained at its present level, and tax rates may be 
reduced; tax rates may be kept the same, and new spending may 
be financed from borrowed funds; both tax rates and spending 
may be increased, but spending increased at a faster rate; or 
tax rates may be reduced and spending increased. Decreasing 
tax rates and maintaining the present level of spending is 
preferred in this instance for several reasons. In the first 
place, decreasing tax rates and maintaining government spending 
gives competitive forces the maximum opportunity to solve their 
own problems; second, decreasing tax rates fosters a great deal 
of optimism, as more purchasing power is available for spending; 
third, decreasing tax rates increases disposable income, and 
as a consequence, will stimulate more spending; fourth, main­
taining government spending rather than increasing government
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spending implies a great deal of confidence in competitive 
forces, and has the further advantage of not "frightening" 
private investors.
Taxes that fall directly on consumer spending, such as 
sales taxes, and taxes that fall directly on investment spending, 
such as corporate and progressive personal income taxes, should 
be lowered. In the very early stages of the recession, when 
production levels, and consumption levels are still high, taxes 
that may retard investment spending should probably be reduced 
in preference to taxes that tend to reduce consumer spending.^ 
The reason is that investment spending seems to be a more cru­
cial factor in bringing expansion to a halt than consumer 
spending.Net new investment primarily depends on profit 
expectations, and these are the investments that need to be 
encouraged if production and income are to be maintained at 
high levels. A reduction in the level of private investment 
will reduce the level of income in a cumulative fashion, depend­
ing on the marginal propensity to consume. However, if new
-’̂ this preference for reducing taxes that fall on invest­
ment spending is one of degree, and should not be interpreted as 
a preference for investment over consumption.
#This may not be true in all situations, but most busi­
ness cycle studies stress the relatively volitle nature of invest­
ment spending. See Thomas Wilson, Fluctuations in Income and 
Employment (London: Pitman Publishing Corporation, 1911577 P*"~l;2.
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investments fail to result from tax reductions on savings, 
then taxes that reduce savings relative to consumption will 
fail to impede the downward trend. As downward forces become 
stronger, more emphasis should be placed on reducing taxes on 
consumption spending, for, high levels of consumption are a 
prerequisite to high employment levels. The salient charac­
teristic of an adequate tax reducing policy is that it foster 
a larger flow of both consumer and investment spending; changes 
in emphasis from reducing taxes upon investment funds to 
reducing taxes which bear directly upon consumption and vice- 
versa should be made as the economic conditions warrant.
The type and level of expenditure will depend on the 
severity of the downward forces and the flexibility that might 
be needed. It is probably advisable, under the a bove assumed 
conditions, that government spending be maintained at its cur­
rent level, or slightly increased, and be confined to regular 
functions such as education, health, welfare, unemployment 
compensation, defense, etc. These regular government expenditures 
minimize the possibility of private investment spending's being 
"frightened away". Any new type of spending necessary should 
be selected on the basis of its flexibility; highway spending 
might be an example. Fiscal preparedness requires a more 
detailed plan of spending if secondary cumulative fcrces set in;
government spending on hydro-electric systems, flood control 
systems, vast highway systems, improvment of living conditions 
in rural and urban areas, and school construction might be 
added. As the severity of recession increases, the level of 
government spending should be increased, and the type of expen­
diture should be selected on the basis of its income generating 
effect rather than on the basis of its flexibility in timing. 
For example, increasing relief payments and teacher salaries 
would be more flexible, but would not increase incomes as much 
as construction of highways and schools.^ It is important 
to change both the level and the type of spending in accordance 
with the income stimulating effect that is needed as well as 
in accordance with the flexibility needed.
The tax reducing policy suggested above would necessi­
tate increased government borrowing, and/or a reduction in 
surplus reserves, assuming that such reserves are available.
If borrowing is used, funds should come largely from new money 
created by the banking system, since this would have the mini­
mum impact on the flow of spending. If budget surplus funds
 ̂Henry M. Oliver, "Fiscal Policy, Employment and 
the Price Level," Fiscal Policies and the American Economy, 
ed., Kenyon Poole (New York: Prentice-Hall, inc., 19 5>1),
p. 118.
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are available, they could be used to finance the new spending 
and to retire non-bank held debt. The retiring of non-bank 
held debt increases the liquidity of the public, and therefore, 
tends to increase spending.
These fiscal policies coupled with appropriate monetary 
policies, and assuming some degree of flexibility in costs and 
prices, would help to prevent a serious downward spiral such as 
occurred from 1929 to 1932.
The characteristics that dominate the economic system 
during the recovery phase are: (l) prices have ceased to drop, 
and in some segments of the economy show signs of an upward 
movement3 (2) profit expectations are increasing as the price- 
cost relationship becomes more favorable; (3) inventories are 
at very low levels; (U) equipment is beyond its normal replace­
ment age; (£) excess bank reserves are relatively high, and the 
rate of interest is relatively low; (6) production and employ­
ment in the investment goods industries have begun to increase. 
Under these circumstances, the fiscal policy that is required 
is one that will encourage a rapid but stable expansion via 
the multiplier and acceleration principles.
As the recovery phase advances, the government should 
continue to run a budget deficit, gradually reducing the deficit 
as cumulative upward forces become stronger. As the upward
phase begins definitely to get under way, tax rates should 
gradually be increased so that a larger percentage of govern­
ment spending is being financed from tax revenues. This has 
the advantage of fostering an orderly expansion, but cautious 
steps have to be taken in order not to stop the expansion before 
high production levels are reached. When taxes can be increased 
without seriously impeding expansionary forces, taxes that fall 
on consumption should probably be increased somewhat more than 
taxes that have adverse effects on investments.57 This seem­
ingly precarious position may be supported in two ways. In 
the first place, in order for production to be expanded to high 
levels, autonomous investments need to be encouraged. These 
investments depend on profit expectations, and are mainly 
independent of current consumer levels.Investments that 
are induced by consumer spending via the acceleration principle 
are usually prone to be inadequate to sustain the expansion;
57Hansen would agree, assuming the expansion is pri­
marily based on the dynamic elements of growth. See Hansen, 
Fiscal Policy and Business Cycles, pp. 296-297*
David McCord Wright gives three ways in which new 
investments may increase even if consumption is falling.
See Wright, Capitalism, p. li|0; Also, see Thomas Wilson, 
Fluctuations in Income and Employment, p. 1*6.
therefore, whether the expansion reaches desirable levels de­
pends on the dynamic forces which stimulate new, innovating 
investments. Also, if induced investments are high because of 
a high accelerator coefficient, the expansion may be explosive 
and lead to over expansion and/or inflation.59 To the extent 
that this may be true, increasing consumption taxes somewhat 
more than taxes on investments will reduce the change in con­
sumption spending, and therefore alleviate the impact of con­
sumption changes on new investments, thus decreasing the pos­
sibility of an explosive upward movement. However, it should 
be stressed that the impact of taxes on both consumption and 
investments should be minimized, and the preference shown 
investments is only one of degree, the degree of preference 
changing if consumption levels proved to be inadequate to 
support a high level of income.̂ 0
Government spending should be continued at a steady 
rate until the expansion is well under way, and only gradually 
decreased as high production levels are reached. Government
59Ibid. } pp. 296-297*
60̂The problem here, of course, is to know when con­
sumption levels might prove inadequate. This problem may not 
be as unsurmountable as it appears, for data on changes in 
consumption, investment, saving, etc. should give some 
indication.
public investment expenditures, along with unemployment com­
pensation and relief payments should be made. Expenditures 
on public investment projects should be gradually tapered off 
as the cumulative expansion forces significantly increase the 
flow of income. However, the slump in 1937 is a warning that 
there is no magic potion for public investment spending. A 
sudden withdrawal of a flow of government spending may halt 
the recovery and send the economy downward.
In the early stages of the recovery, government bor­
rowing should come from funds created by the banking system.
As the expansion progresses, the government should attempt to 
tap voluntary savings of the public, as this will tend to keep 
the expansion steady, and decrease the chances of over expansion.
Assuming an overall depressed economy, government taxes 
should be drastically reduced, and government spending drasti­
cally increased, thereby increasing significantly the income 
stream. All taxes on consumption, such as sales and excise 
taxes, should be greatly reduced; income tax rates should be 
lowered, especially in the lower brackets, the reason being 
that it is desirable to reduce taxes the most on the income 
groups which have a high propensity to consume - namely the
^Kenneth D. iioose, The Economics of Recession and 
Revival: An Interpretation of 1937-38 (New~Haven: fale Univer­
sity Press, 195U), p. 5*
lower and middle income groups. Reducing rates at the upper 
end of the income brackets may simply result in increased 
hoarding, and hence have no influence on the flow of spending.̂ 2 
Also, efforts to increase profit expectations by decreasing 
corporate income tax rates may be self-defeating; giving tax 
relief to investors may have an unappreciable influence in 
stimulating investments in the face of very low levels of con­
sumption. Only when consumer spending is high and shows signs 
of rising will higher profit expectations become strategic 
and influence the upward movement. 3̂
During a depression, government spending should be 
greatly increased. Not only should government spending on 
highways, education, health, etc. be increased, but also, govern­
ment outlays should be expanded into such areas as urban re­
development and housing and resource development such as the 
Tennessee Valley Project. Also, it may be desirable to do what
62Oliver, "Fiscal Policy, -Employment and the Price 
Level," Fiscal .Policies and the American Economy, p. 119.
^This statement does not conflict with previous 
statements indicating the relative independence of invest­
ments. During periods of depression when idle capital equip­
ment and idle resources are dominant characteristics in our 
society, new capital assets are simply not needed. (Margi­
nal expected profits are low or negative.)
Hansen calls the "subsidization of mass consumption" which 
includes: government spending for public housing, special family 
allowances, minimum food budgets, and the purchase of consumer 
durable goods such as furniture, refrigerators, automobiles, etc.̂ * 
Hansen favors subsidizing mass consumption as a means of getting 
full employment; whereas the program presented here is advanced 
only as a means of getting out of a serious depression.
When very high production levels are accompanied by 
rising consumer and investment spending, there is always a 
danger of a runaway or a hyper-inflation.^̂  Under these cir­
cumstances, taxes should be increased, especially taxes on 
consumption. The income tax should be increased and made more 
progressive so that investment spending will be discouraged.
A higher corporate income tax and an excess profits tax would 
have restrictive effects on investment spending. During infla­
tionary conditions, government spending should be reduced in
6kAlvin H. Hansen, Fiscal Policy for Full Employment 
(New fork: New fork University institute on Postwar Keconstruc- 
tion, 19l|6), p. 23.
^Inflation may start even before full employment is 
reached because of the enhanced bargaining power of labor, 
bottlenecks in production and the law of diminishing returns.
See Dudley Dillard, The Economics of John M. Keynes (New fork: 
Prentice-Hall, Inc., 19lt$), pp. 227-228.
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as many fields as possible without jeopardizing service standards 
and living standards. However, unless inflationary forces really 
get out of control, an overall reduction in government spending 
should not be necessary. In most circumstances, increasing 
taxes on consumption and investment will be adequate to reduce 
the flow of spending so that it is more in keeping with the 
production potentials of the economy.
As far as the debt is concerned, the budget surplus 
could be used to pay off part of the debt that has been incurred 
in previous years. The public debt is held by three main 
groups - Federal Heserve Banks, commercial banks, and the non­
banking public. The economic effects of retiring the debt 
differ slightly depending on the portion of the debt retired. 
Also, the economic effects of retiring the debt differ depending 
on whether the retiring of debt per se is considered or the total 
economic effects of the budget surplus and debt retirement are 
considered.66 A budget surplus will have the net effect of 
reducing bank deposits and excess bank reserves. Using the 
surplus to pay off part of the non-bank held debt will have 
the effect of restoring bank deposits and bank reserves to
66j. a . Nordin and Virgil Salera, Elementary Economics 
(New lork: Prentice-Hall, 1953)* P* 556.
their original level;̂ ? retiring commercially held debt will 
increase bank reserves but not bank deposits unless banks
increase their loans and investments as a result of having 
increased excess reserves because of the redemption of bonds.68 
Retiring the debt held by Federal Reserve Banks will leave 
commercial bank reserves and demand deposits unaffected.69 
Thus the over-all effect of using the budget surplus to retire 
the public debt would be neutral in the case of retiring non­
bank held debt, anti-inflationary in the next two instances, 
but more anti-inflationary in the case of retiring Federal 
Reserve Bank held debt. Under the assumption of strong infla­
tionary pressures, it would be preferable to retire bank held 
debt only; a change to the retiring of non-bank held debt 
should be made as inflationary forces lessen.
To summarize, an effective fiscal policy implies many
6? Loc. cit.
6®Samuelson, Economics) An Introductory Analysis, p. 1*26.
69'lhe budget surplus would have, of course, decreased 
demand deposits and cash reserves, but the retirement of 
Federal Reserve held debt will decrease U. S. Government 
securities outstanding in Federal Reserve Banks and decrease 
U. S. Treasury balances.
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things: first, a knowledge of basic economic forces and the 
relative importance of consumer and investment spending in 
the various phases of the cycle; second, an ability to time 
appropriately the use of the instruments of fiscal policy.
Third, fiscal policy has to be coordinated with monetary policy 
in order to be most effective. Fourth, there has to be a cer­
tain amount of "fiscal integrity," that is, fiscal powers have 
to be used, but with restraint, and used to combat both infla­
tion and deflation. Fifth, the aim and scope of fiscal policy 
has to be agreed upon. A decision has to be made concerning 
whether fiscal policy is to be used to protect and maintain a 
private enterprise economic system, or is to serve as a means 
of replacing the present economic system. As J. Li. Clark 
states, "The fact that we have learned that deficit spending 
can really s timulate business may be one of the most dangerous 
results of the depression."^
It must be added that fiscal policy, even assuming that 
it could be appropriately timed and coordinated with monetary 
policy, would not be a panacea for all economic problems of 
stabilization. The introduction of labor saving devices, the 
pricing of labor by monopolistic pricing and producing policies,
7®Clark, Studies in the Economics of Overhead Costs,
p. 306.
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international trade problems, etc. may upset the most carefully 
planned counter-cyclical fiscal policies. "The task of main­
taining high level production and employment is too big to be 
accomplished by any single device. Fiscal policy can be effec­
tive only when reinforced by many other policies."71
HVhat are the possibilities of a coordinated fiscal 
policy at the federal, state and local levels? It is generally 
believed that effective fiscal policy at the federal level 
necessitates some kind of fiscal coordination at all levels 
of government. Gerhard Colm notes that a federal fiscal policy 
cannot be truly effective "unless it co-ordinates Federal, 
state and local action, or at least prevents state and local 
government from being driven into a policy contrary to the 
Federal policy."7̂  Similarly, Hansen and Perloff note, "It 
is intolerable that the local units of government shall pursue 
policies which intensify the cycle, thereby forcing the 
national government to counter not only fluctuations in private
7-kierhard Colm, Essays in Public Finance and Fiscal 
Policy (New York: Oxford University Press, 1955)> P* 177*
^Gerhard Colm, "Fiscal Policy," The New Economics, 
ed., Seymour E. Harris (New York: Alfred A. Knopf, 1950)> 
pp. U62—14.63•
enterprise but also those of local governmental units."73 
Thus, it is at least hoped that state and local governments 
might be able to pursue fiscal policies that do not undermine 
appropriate fiscal policy at the federal level.
TRhy have state and local governments pursued fiscal 
policies that have intensified the cycle in the past? Vfaat 
are the conditions that would make it possible for state and 
local governments to pursue counter-cyclical fiscal policies? 
Some of the structural limitations on a counter-cyclical fiscal 
policy at the state-local level such as the inflexibility of 
their credit market and the many institutional factors are 
mentioned in Chapter I. An examination of state-local fiscal 
policies from 1929-19IjO, with special attention to the State of 
Louisiana, provides a more complete answer to these questions.
The fiscal policy of the State of Louisiana during the 
1929-19140 period is analyzed because this was one state in which 
counter-cyclical action was taken at the state and local levels 
during the Great Depression. It would be of no particular 
value to this Study to evaluate the Huey P. Long nshare-the-
^Hansen and Perloff, State and Local Finance in the 
National Economy, p. 19U»
wealth" philosophy which guided this action;7b however, it 
is worthwhile to analyze the actions of a state that, whether 
by conscious effort or by coincidence, pursued a fiscal policy 
that had some counter-cyclical aspects.75
^Huey P. Long, Every Man A King (Mew Orleans: National 
Book Co., Inc., 1933), pp. 338-3397
75p’0rrest Davis, Huey Long (New York: ôdge Publishing 




Model Sequences of National Income for Selected Values 









a = ,6 
b = 2
Case h 
a = .8 
b - 1;
1 1.00 1.00 1.00 1.00.
2 1.50 2.50 2.80 5.00
3 1.75 3.75 U.8U 17.80
k 1.875 U.125 6.352 56.20
5 1.9375 3-U375 6.6256 169.81;
6 1.9688 2.0313 5.3037 500.52
7 1.98W* .9li|l 2.5959 1U59-592
8 1.9922 -.1172 -.6918 U227.701*
9 1.9961 .211:8 -3*3603 1221*1.1216
Source: Paul A. Samuelson, "Interaction Between the
Multiplier Analysis and Principle of Accle- 
ration," The Review of Economic Statistics, 
XXI (February 21, 1939), 77.
a = Marginal Propensity to Consume.
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CHAPTER HI
THE COUNTER-CYCLICAL ASPECTS OF FEDERAL, STATE, AND 
LOCAL FISCAL POLICY, 1929-191*0
' The purpose of this chapter is to present the taxing, 
spending, and borrowing policies of federal, state, and local 
governments, and to analyze the net effects of these policies 
during the period of 1929-191*0. Since the duration, amplitude, 
and timing of economic fluctuations are of special relevancy 
to a discussion of government fiscal policy, a brief discussion 
of the fluctuations in personal income, production, employment, 
and prices is given. The discussion of these four important 
economic variables delineates the upper and lower turning points 
in these economic series.
Table A shows the upper and lower turning points, 
and the percentage changes during the two contractions and 
the two expansions in the selected economic series and the 
series developed by Wesley C. Mitchell.^ Production, prices, 
and employment readied peak 1929 levels in July, one month 
after Mitchell’s aggregate economic series reached an upper
•̂ •Mitchell defines the culmination of a business-cycle 
expansion or contraction as a "cluster of specific-cycle turning 
dates." See his V/hat Happens During Business Cycles (New York* 








Economic Series June, 1929 March, 1933May, 1937 June, 1938
n. Personal Income August, 1929 March, 1933
June, 1937 June, 1938
m . Production July, 1929 July, 1932
May, 1937 May, 1938
IV. Prices July, 1929 February, 1933
April, 1937 August, 1939
V. Employment July, 1929 July, 1932
July, 1937 June, 1938
Percentage Changes in Selected Statistical Series 









I. Personal Income 1929-1933 5i 1933-1937 60
1937-1938 12 1938-191*0 25
II. Production 1929-1932 $h 1932-1937 128
1937-1938 33 1938-19UO 72
HI. Prices 1929-1933 37 1933-1937 1*7
1937-1938 15 1939-191*0 7
IV. Employment 1929-1932 1*1 1932-1937 86
1937-1938 25 1938-19UO — - 37 ..
Sources; Mitchell, What Happens During Business Cycles, 
p. 12j Table IV in the General Appendix.
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turning point and one month before personal income reached 
its peak. The severity of the downward forces is indicated 
by the fact that personal income dropped 51 percent, production 
5U percent, prices 37 percent, and employment 1*1 percent during 
the 1929-1933 contraction. The duration of the downward forces 
was different for different economic series. The lower turning 
point was July, 1932, for both production and employment; how­
ever, the lower turning point for prices was February, 1933> 
and Mitchell’s aggregate economic series and personal income 
series reached their lower levels at the same time, March, 1933* 
National income, which is available only on an annual basis, 
was $87 billion in 1929, and dropped to $1*0 billion in 1933 
when measured in current prices and to $57 billion when measured 
in 1929 prices.̂  This means that resource ovmers received $k 
percent less income in 1933 for their productive services when 
measured in current prices and 3l* percent less when measured 
in constant prices.
The recovery was slow and incomplete. Prices and per­
sonal income had not regained their 1929 levels, and production 
and employment had only slightly exceeded their 1929 levels 
when a sharp contraction commenced in 1937 in all major series.
S. Department of Comnerce, Bureau of the Census, 
Historical Statistics of the United States, 1789-191*5 (Wash- 
ington: U. S. Government Printing Office, 191*9), p. 12.
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During the 1933-1937 expansion, personal income had increased 
80 percent, production 128 percent, prices ii7 percent, and 
employment 37 percent. Viihen the contraction came in 1937, 
unemployment was 7*7 million.3
The 1937-1938 contraction lasted approximately twelve 
months. Mitchell's aggregate economic series and production 
reached an upper turning point, May, 1937, and a lower turning 
point, June, 1938. The upper and lower turning points for 
personal income were in June, 1937, and June, 1938, respectively. 
Employment levels reached their upper turning point in July,
1937> and lower turning point in June, 1938. However, prices 
reacted differently from the other economic series, reaching 
an upper turning point earlier, April, and a lower turning point 
much later, August, 1939. During this twelve-month decline, 
production fell 33 percent, employment 25> percent, personal 
income 12 percent, and prices 1$ percent. Unemployment was 
10.ii million in 1938, as compared to 7*7 million in 1937*̂
Income, production, prices, and employment started expanding 
in the latter part of 1938, and by 1939 personal income had
Nelson Peach and Walter Krouse, Basic Data of the 
American Economy (Uth Edition; Homewood, Illinois: ftichard- .̂" 
Irwin," Inc., 1955)> P* 31*
L̂oc. cit.
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risen 25 percent, production 72 percent, prices 7 percent, and 
employment 37 percent.
One of the outstanding characteristics of the changes 
in these economic series is the more volitile nature of the 
production series. Production contracted more and expanded 
more than the other economic variables, and in most instances 
reached upper and lower turning points before the other eco­
nomic variables. Another feature worth noting is that prices 
did not typically fluctuate as much as the other variables; 
the exception was during the 1937-1938 contraction when 
prices decreased slightly more than personal income.
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Federal, State, and Local Tax Revenues, 1929-19l;0
The following discussion of tax revenues is an attempt 
to give some indication of the effect of taxes on the income 
flow during the period under analysis. Three criteria are 
used to indicate the relative impact of taxes. First, tax 
revenues are discussed in terms of constant purchasing power. 
Since taxes are normally expressed in market prices, any change 
in the price level will affect the relative significance of any 
change in tax receipts. The real change in tax revenues, i.e., 
tax revenues adjusted for price changes, tends to measure the 
change in tax rates or in the tax base. Secondly, tax revenues 
are expressed as a percentage of national income. This gives 
an indication of the relative burden of taxes. The relative 
impact of taxes is a function of the size of the income stream.
A given level of tax revenues will have a larger relative 
impact on a diminishing income stream and a smaller relative 
impact on a rising income stream. Third, the relative impact 
of tax receipts depends on the tax revenue sources used and 
whether the tax sources tend to fall predominantly on consumer 
spending or saving. Classification of tax sources as to their 
relative impact on consumer spending and on saving requires 
arbitrary decisions in many instances, since it may be impossible 
to determine the exact incidence of a tax.
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The principle used to classify taxes as to their rela­
tive impact on consumption and saving is as follows: Taxes
that are usually accepted as having regressive effects, such 
as sales and excise taxes, are assumed to have a relatively 
greater effect upon consumer spending since these taxes tend 
to tax income groups that allocate a large percentage of their 
income to consumption, rather than to saving. Progressive 
taxes, such as income taxes (personal and corporate income 
taxes), death taxes, and gift taxes are assumed to tax savings 
more heavily since these taxes tend to affect predominantly 
income groups that allocate a relatively large percentage of 
their income to saving, rather than to consumption. Taxes 
which are more difficult to classify a s to their relative effect 
upon consumer spending and/or saving, such as property and 
license taxes, are assumed to fall on both consumption and 
saving.
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A. Federal. State, and Local Tax Revenues, 1929-1933*
Total tax collections at all three levels of government -
federal, state, and local - were approximately $10 billion
annually before strong depressionary forces began to set in in
1929 and 1930.^ The figures for the fiscal year ending June, 
1931> show that all government tax collections were still very
high, withdrawing $9*7 billion from a diminishing income stream. 
Nevertheless, this was approximately $1 billion less than the 
previous fiscal year. As economic activity continued to turn 
downward, total federal, state, and local taxes decreased ap­
proximately $1 billion, and $370 million in. fiscal years 1932 
and 1933y respectively. This reduction in tax revenues of 
$2.6 billion between 1929 and 1933 did not, however, reduce the 
impact of taxes on the income stream. Several reasons may be 
given in support of this conclusion.
Sixty-one percent of the decrease in tax revenues be­
tween the fiscal years 1929 and 1933 is accounted for by a reduc­
tion in tax revenues at the federal level. (Table B) This is 
to be expected when the reduction in tax revenues is due to a 
reduction in income rather than to a reduction in tax rates; 
for, the income tax was the primary tax source in the federal
^local tax data are not available from 1929-1931* See 
Table XI in the General Appendix for local data used during 
these years.
TABLE B
Total Federal, State, and Local Tax Revenues, Adjusted Tax Revenues^ and Tax Burden̂
1929-1933
Governmental Unit 1929 1930 1931 1932 1933
ALL UNITS
Tax Revenues (& billions) 10.3 10.8 9.7 8.1 7.7
Adjusted Tax Revenues ($ billions) 10.3 11.9 12.6 12.0 11.0
Tax Burden (percent) 11.8 12*.!* 16.1* 18.1* 19.5
FEDERAL GOVERNMENT
Tax Revenues (& billions) 3-5 3.6 2.8 1.9 1.9
Adjusted Tax Revenues ($ billions) 3-5 I*.o 3.8 2.8 2.7
Tax Burden (percent) l*.o 1*.8 1*.8 1*.5 1*.7
STATE GOVERNMENT
Tax Revenues ($ billions) 2.0 2.1 2.0 1.9 1.7
Adjusted Tax Revenues ($ billions) 2.0 2.3 2.7 2.8 2.2*
Tax Burden (percent) 2.2 2.8 3.5 1*.5 1*.2*LOCAL GOVERNMENT
Tax Revenues (5 billions) 1*.8 5.1 2*.9 2*.3 2*.l
Adjusted Tax Avenues ($ billions) JU-8 5.6 6.1 6.2* 5.9
Tax Burden (percent) 5.6 6.8 8.1 __ ?,.!*__ 10.2*
Sources: Tables IV and XI in the General Appendix, and U. S. Bureau of
Census, Historical Statistics of the United States, 1789-191*5.
■̂ Tax Revenues are adjusted for price changes by using the wholesale price 
index and 1929 as the base year.
^Tax Revenues are expressed as a percentage of national income.
tax structure;̂  therefore, a diminishing income stream would 
result in a reduction of tax revenues from this source even if 
tax rates stayed the same.7 On the other hand, state and local 
tax revenues changed very little from their pre-depression 
levels. (Table B) Total state taxes were t*2 billion in 1929 
as compared to $1.7 billion in 1933; whereas, local taxes were 
$U.8 billion in 1929, as compared to $l*.l billion in 1933*
State and local tax structures, depending essentially on sales 
and property taxes as their tax sources, are much more insen­
sitive to the downward turn in economic activity. Also, state 
and local governments increased their tax rates and expanded 
their tax sources in an attempt to maintain their revenues.
Even where state and local governments maintained the same tax 
rates, the impact of these taxes on the flow of spending was 
increased because of falling incomes.
The magnitude of the impact of taxes on the flow of 
spending during 1929-1933 is revealed when tax revenues are 
adjusted for changes in the price level since 1929. Allowing
^Individual and corporate income taxes were 66% of 
federal tax revenues in 1929. See Table XII in General Appendix.
7'Federal individual and corporate income taxes fell ap­
proximately 68# between 1929 and 1933* See Table XII in the 
General Appendix.
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for changes in the purchasing power of the dollar, total federal, 
state, and local tax revenues were higher in every year during 
the 1929-1933 period than they had been in 1929 (Table B), A 
breakdown of total tax revenues shows federal tax collections 
decreased $.8 billion during the period, and state and local 
tax collections increased #1.5 billionj therefore, state and 
local tax collections account completely for the real increase 
in tax collections.
Another measure of the relative impact of taxes on the 
income stream is provided by expressing tax revenues as a per­
centage of national income. When this is done, it is again 
evident that the impact of taxes became greater as the depres­
sion increased in severity, and the heavier state and local 
tax burdens explain this intensifying effect of taxes. (Table B) 
In 1929, total federal, state, and local taxes were approximately 
12 percent of national income. In the 1929-1933 period, total 
taxes at all levels of government became a progressively greater 
percentage of national income, reaching 19.5 percent in 1933.
This was a percentage increase of 65 percent. The tax burden 
of federal taxes increased only 17 percent. Federal taxes were 
U»7 percent of national income in 1933 compared to U percent in 
1929. The burden of state and local taxes approximately doubled 
over this same period. (Table B)
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State and local tax revenues had a greater deflationary 
effect on the economic system during the early thirties because 
tax rates were maintained or increased; the tax burden increased 
as the income level declined, and state and local tax structures 
are heavily biased in favor of taxes which bear heavily upon
Oconsumer spending.0 Any tax may reduce spending, but taxes 
that fall directly on the income groups that spend a much larger 
percentage of their income on consumption goods, such as sales 
taxes and taxes that are easily shifted to the consumer in the 
form of a higher prices, such as business and payroll taxes, 
withdraw much more from the spending stream than taxes that 
fall more directly on the high income saving groups, such as 
income taxes and death taxes. This is especially true when 
secondary cumulative forces have set in as they had in 1930.
'When profitable investments are unavailable, taxes that fall 
on savings may not reduce investment spending, since investments 
may not be forthcoming even if savings are available.
The tax policies of local governments were particularly 
regressive in their effects on spending. Depressionary 1929-1933
®G. W. Mitchell, D. II. Letterer, and E. D. Domar, "State 
and Local Finance,1 Public Finance and Full Employment. Postwar 
Economic Studies. No. 3 (Washington: -Board of Governors of the 
Federal Reserve System, 19U5)* P» U7« (In the future this 
reference will be referred to as Postwar Economic Studies.)
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forces fell heavily on the tax structures of local governments. 
Local tax structures depended almost completely on the property 
tax source. For example, in 1927 and 1932, the two years when 
reliable data are available, property taxes were 97 percent of 
total tax collections.(Table XIV in the General Appendix) Cycli­
cal decreases in the value of property tend to decrease the tax 
revenue potential of local governments. Attempts to maintain 
property tax revenues by increasing property tax rates were 
largely self-defeating, and had adverse effects on spending.9 
Property taxes constitute a fixed cost for individuals and 
businesses, and in face of declining incomes, higher property 
tax rates lead to foreclosures and tax delinquencies. Even 
if tax rates stay the same, the property tax has a serious 
impact on the spending power of tax payers since adjustments 
in the assessed values of property do not normally keep pace 
with declines in property values and incomes. A study by 
F. L. Bird for Dun and Bradstreet reveals that tax delinquencies 
in cities with populations of over £0,000 increased from 10
^Alvin H. Hansen and Harvey S. Perloff, State and Local Finance in the National Economy (New Xork: W. VV.Norton and Company, Inc., 19Wi), pp. 67-68. (In the future this reference will be referred to as Hansen, State and Local Finance).
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percent in 1930 to 26 percent in 1933* A Census publication 
of a special study of assessed valuation of property shows that 
assessed values decreased only 17 percent between 1529-1933 
On the other hand, market valuations decreased a great deal 
more. For example, the market value of buildings and land on 
Manhatten Island decreased 57 percent over this same period.̂ -2
Local property taxes reduce the spending stream not 
only because of the tendency to increase rates and the lag in 
adjustments in assessment values during a depression, but also 
because a good portion of property taxes are paid on an impor­
tant item of consumption, namely housing.13 Hansen and Perloff 
estimate that "about one-third to one-half of all real property 
taxes are imposed on residential real estate."15 The burden 
of this tax is most likely on the owner-occupier or on the
10f. L. Bird, Trend of Tax Delinquency, 1930-1956 in 
Cities of Over £0,000 PoDulation (New York: ^un and Bradstreet, 
195777 P. io.
Hu. S. Department of Commerce, Bureau of the Census,
A Decade of Assessed Valuations: 1929-1938, State and Local 
government Special Study, No. 15 (Washington: if. S. Government 
Office, 1951/ t pp• 5-5 •
12U. S. Department of Commerce, Bureau of the Census, 
Historical Statistics of the United States, 1789-1955, p. 11.
^Hansen, State and Local Finance, pp. 38-39.
•̂Ibid., p. 16.
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tenant. It reduces prospective spending for other items by 
increasing the cost of housing. This increased cost of housing 
tends to place an undue burden on lower income groups since 
families in lower income groups spend a larger percentage of 
their income for housing than do other income groups.^
Table C indicates the extent to which federal and state 
taxes fall on consumption and saving. Using the system of 
classification explained above 27 percent of total federal and 
state taxes in 1929 are found to have fallen predominantly on 
consumption, while percent of total federal and state
taxes largely affected consumption spending in 1933* In contrast, 
federal and state taxes that tend to fall on savings decreased 
from 50 percent to 28.2 percent of total federal and state 
taxes during the same period. This increase in the relative 
impact of federal and state taxes on consumer spending was not 
due alone to the increased regressiveness of state tax policies. 
Federal taxes that tend to fall on consumer spending increased 
from 29.8 percent to 57 percent of total federal taxes during 
the 1929-1933 period. This significant increase in federal 
consumption taxes at a time when economic activity was at its
■̂ Clarence Heer, "The Property Tax As A Measure of 
Ability," Viewpoints on Public Finance, ed., H. M. Groves 
(New York: Holt Uo., 19U8)V P* £0.
TaBLE C
Federal and State Taxes that Tend to Fall on Consumption and Saving, 1929-1933
1929 1930 1931 1932 . 1.933 _ .Add000,000 PerCent
Add000,000 PerCent Add000,000 PerCent Add000,000 PerCent Add000,000 PerCentFEDERAL-STATETotal Tax Revenues 51*91 100.0 5731* 100.0 1*850 100.0 3779 100.0 3579 100.0Taxes on Consumption 12*86 27.0 1560 27.0 1393 28.7 1288 32*. 8 1629 1*5.5Taxes on Saving 27U6 50.0 2930 51.0 2276 1*6.9 12*06 37.5 1029 28.2Taxes on Both 1269 23.0 122*2* 22.0 1181 27.2* 1085 27.7 921 26.3FEDERAL
Total Tax Revenues 352*0 100.0 3626 100.0 2808 100.0 1889 100.0 1855 100.0Taxes on Consumption 1055 29.8 1052 29.0 833 29.6 735 38.9 1065 57.2*Taxes on Saving 2393 67-5 25l2* 69.3 1888 67.2 1105 58.5 781 2*2.1Taxes on Both 102 2.7 60 1.7 87 3.2 2*9 2.6 9 .5STATE
Total Tax Revenues 1951 100.0 2108 100.0 201*2 100.0 1390 100.0 1722* 100.0Taxes on Consumption 1*31 22.0 508 2l*.0 560 27.1* 553 29.2 562* 32.7Taxes on Saving 353 18.0 2*16 19.7 388 19.0 301 15.9 21*8 ii*.3Taxes on Both 1167 59.8 1182* 56.1 1092* 52.2 1036 51*.9 912 53.0
Sources: Tables XII and X H I  in the General Appendix.
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lowest ebb was the result of the Revenue Act of 1932, which 
placed a federal excise tax on many products, including gaso­
line, alcohol, and certain manufactured products.^ Increasing 
yields from the gasoline tax and adoption of the general sales 
tax explain the increased regressiveness of state taxes. State 
taxes classified in this Study as consumption taxes constituted 
22.0 percent of total state taxes in 1929 and 32.7 percent in 
1933.
Tax policy at the federal, state, and local levels 
appears to have been unsound in view of the economic conditions 
of 1929-1933* A sound tax policy for this period, according 
to counter-cyclical criteria, would have included a reduction 
in tax rates, and a tax structure orientated toward the tapping 
of "idle funds" and minimizing tax effects on consumption.
Instead, the reverse policy was pursued. Tax rates 
were increased, and new tax sources were found that had a 
tendency to reduce consumption spending. According to James
A. Maxwell, the shift to consumption taxes by state govern­
ments and the increased rates of local property taxes were the
Annual Report of the Secretary of the Treasury on 
the State of Finances, Fiscal fear, 19Uo T^ashington: United 
States Government Printing Office,.19h0), p. 7*
7U
result of "difficulties in borrowing arising from weakened 
credit, legal and constitutional limitations and inhibitions 
against borrowing in depression."-7 Also, states were encouraged 
to shift to consumption taxes in order to-obtain revenues that 
would enable them to qualify for the Works Progress Administra­
tion and federal grants.18 The shift to consumption taxes by 
the federal government is more difficult to explain. Referring 
to federal tax policy during the thirties, Hansen and Perloff 
conclude that the federal government "followed an indefensible 
tax policy to the extent that it joined the state and local 
tax bodies in raising the level of consumption taxes.
B. Federal, State, and Local Tax Revenues, 1933-1937.
During the recovery period, 1933-1937, total federal,
state, and local tax revenues increased billion, an increase
of approximately 62 percent (Table D). When measured in con­
stant 1929 dollars, the increase in total tax revenues of all 
governments is $3 billion, an increase in this case of 27 per­
cent. However, when tax revenues are expressed as a percentage
17james A. Maxwell, Federal Grants and the Business
Cycle (New York: National Bureau of Economic Research, Inc., 
19557, p. 23.
l̂ Hansen, State and Local Finance, p. 6U«
Ibid., p. [$.
1$
of national income, the impact of federal, state, and local 
taxes is found to have declined during this period. Total tax 
revenues were 19 percent of national income in 1933* 18 percent 
in 193U and 17, 16 and 17 percent in 1935> 1936, and 1937> 
respectively, iiven though taxes withdrew a larger absolute 
amount from the income Stream during the 1933-1937 recovery, 
the relative impact of these taxes on the flow of spending was 
decreasing, since the ability to pay taxes as measured by nation­
al income was increasing more than taxes.
local tax revenues show only a slight increase, $.2 
billion, during the recovery when measured in current dollars, 
and a decrease, $1.2 billion, when measured in 1929 dollars; 
hence, the increase in total tax revenues is completely accounted 
for by federal and state taxes when measured in constant dollars, 
and largely accounted for by federal and state taxes when mea­
sured in current dollars (Table D). Combined federal and state 
taxes increased $U»9 billion and tfl*.l billion when measured in 
current dollars and in 1929 dollars, respectively.
It is interesting to note that when total*tax revenues 
are expressed as a percentage of national income, the impact 
of total tax revenues on the income stream is found to have 
decreased during the 1933-1937 recovery; however, when federal 
tax revenues are expressed as a percentage of national income,
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the impact of federal tax revenues is shown to have increased 
from ij.7 percent of national income in 1933 to 6.9 percent in 
I937 (Table D). State taxes, as a percentage of national income, 
did not change significantly during this same period. Therefore, 
total tax revenues were a smaller percentage of national income 
because of the reduced burden of local taxes. This was probably 
due to reductions in local property tax rates, market values 
and assessed values of property increased, but lower property 
tax rates produced about the same level of revenues from this 
main local tax source. ̂0 in contrast, tax rates were increased 
both at the federal and state levels. The Federal Revenue 
Acts of 1932 and 193̂  increased tax rates on personal and cor­
porate income, estates, liquor and tobacco, and extended federal 
taxes to gasoline and various manufactured products*21 The 
increase in federal tax revenues in the fiscal years 1936 and 
1937 reflects improved economic conditions, further increases 
in tax rates on income, estates and gifts, and the adoption of 
a federal payroll tax in 1935*^ Similarly, state governments
20 "Postwar Economic Studies, p. 105»
Ânnual Report of the Secretary of Treasury on the State 
of Finances, 19 UP, pp* 7-12.
^Ibid., pp. 12-16•
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increased tax rates during this period on such items as tobacco, 
gasoline, liquor, etc., and in 1933, a mass movement began in 
the adoption of a state general sales tax.̂ 3 Also, many states 
adopted a personal income and a corporate income tax during 
this period.
The adopting of new taxes and the increasing of tax 
rates at the federal-state levels during the recovery had a 
significant effect on consumer and investment spending. 
Throughout this period, federal and state taxes that fall 
mainly on consumption were between and 5G percent of total 
federal and state taxes (Table XIH in the General Appendix). 
Federal taxes that tend to fall on consumption (gasoline tax, 
alcoholic tax, tobacco tax, manufacturers' excise tax, etc.) 
reached their highest relative significance in the federal tax 
structure in 1933, and started declining in relative signifi­
cance thereafter. This decline in the relative importance of 
taxes that tend to fall on consumption was not due to an abso­
lute decrease in these taxes, but rather to higher rates on 
estates and gifts, and the increased progressiveness of the
23Yf. J. Schultz and C, L. Harriss, American Public 
Finance (New York: Prentice-Hall, Inc., 195U), p« 361;.
TABLE D
Total Federal, State and Local Tax Revenues, Adjusted Tax Revenues,1 and Tax Burden̂
1933-1937
1933 1931* 1935 1936 1937
ALL UNITS
Tax Revenues ($ billions) 7-7 8.9 9.8 10.6 12.7
Adjusted Tax Revenues (§ billions) 11.0 11.2 11.7 12.6 1U.0
Tax Burden (Percent) 19.5 13.2 17.3 16.1* 17.3
FEDERAL GOVERNMENT
Tax Revenues ($ billions) 1.9 3.0 3.6 3-9 5.1
Adjusted Tax Revenues (£ billions) 2.7 3.8 U.3 U.7 5.6
Tax Burden (Percent) U-7 6.0 6.1* 6.0 6.9
STATE GOVERNMENT
Tax Revenues ($ billions) 1-7 2.0 2.2 2.6 3.1*
Adjusted Tax Revenues ($ billions) 2.1* 2.5 2.6 3-1 3.7
Tax Burden (Percent) u.u l*.l 3.9 U.l U.6
LOCAL GOVERNMENT
Tax Revenues ($ billions) U.i 3.9 l*.o U.1 U.3
Adjusted Tax Revenues (£ billions) 5.9 U.9 1*.8 1*. 8 U.7
Tax Burden (Percent) 10.U 8.1 7.0 6.3 5.8
Sources: Tables IV and XI in the General Appendix, and United States Bureau
of Census, Historical Statistics of the United States, 1789-191:3»
^Adjusted for price changes by using wholesale price index, (1929 = 100) 
2‘fax Revenues expressed as a percentage of national income.
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personal and corporate income tax rates (Table XII in the 
General Appendix). States which had turned to consumption 
taxes in 1931, 1932, and 1933 continued this trend throughout 
the recovery. By 193U, consumption taxes had completely replaced 
the historically important property and license taxes in state 
tax structures. In 1937 over half of state taxes were derived 
from sources that fall heavily on consumer spending.
It is very difficult to justify these tax policies 
during this period of time. Income, production, and prices 
had not recovered their 1929 levels, and unemployment was still 
very high. New taxes or higher rates on old taxes have very 
discouraging effects on recovery forces. This is especially 
true of consumption taxes, but it is also true of taxes that 
reduce profit expectations, since this will tend to reduce 
investment incentives. The only difference is that taxes 
that tend to fall on savings are more likely to tap idle funds 
than taxes that tend to fall on consumption. Perhaps, most 
states felt that they had no other recourse except that of 
turning to consumption taxes; consumption taxes certainly had 
many advantages from the viewpoint of public administrators. 
However, from a counter-cyclical viewpoint, taxes that with­
draw consumer spending from the income stream during a recoveiy
80
are inappropriate unless it appears that the recovery is pro­
ceeding too fast and inflationary trends are a problem. This 
appears not to have been the case during the 1933-1937 recovery.
C. Federal, State, and local Tax Revenue, 1937-19b0.
Total federal, state and local tax revenues increased 
&1.7 billion from June, 1937, to June, 1938, in spite of the 
strong recessionary forces that characterized this period 
(Table E). Since prices declined 9 percent during this period, 
total tax revenues at all three levels of government show a 
significantly greater increase when measured in constant dol­
lars ($3«U billion). Also, the impact of all taxes on national 
income was greater in the fiscal year ending in June, 1938, 
than in any year during the period of this analysis, 1929-19UO. 
For, total federal, state, and local taxes were approximately 
21 percent of national income in the fiscal year 1938.
1116 higher tax revenues at the federal level of govern­
ment reflect higher rates established by the Federal Revenue
Act of 1936 on estates, gifts, corporate and personal income.^ 
Also, the increased revenues from these tax sources in the
fiscal years 1937 and 1938 would, in part, reflect the relatively
high income levels in 1937, since there is a lag in the reporting
^Annual Report of the Secretary of the Treasury, I9I1O. 
pp. 7-12.
TABLE E
Total Federal, State and Local Tax Revenues Adjusted Tax Revenues,and Tax Burden̂
1937-1SUO
1937 1936 1939 19U0
ALL UNITS
Tax Revenues ($ billions) 12.7 1U.U 13.9 lU.U
Adjusted Tax Revenues (# billions) lU.O 17.U 17.2 17 .u
Tax Burden (Percent) 17-3 21.3 19.1 17.6
FEDERAL GOVERNMENT
Tax Revenues ($ billions) 5-1 6.0 5.5 5.7
Adjusted Tax Revenues ($ billions) 5.6 6.0 6.8 6.9
Tax Burden (Percent) 6.9 • 8.9 7.6 6.9
STATE GOVERNMENT
Tax Revenues (S billions) 3.U 3.9 3.9 u.2
Adjusted Tax Revenues ($ billions) 3.7 U.7 U.8 5.1
Tax Burden (Percent) 2).6 5.7 5-U 5.2
LOCAL GOVERNMENT
Tax Revenues ($ billions) U.3 U.5 U.5 U.5
Adjusted Tax Revenues ($ billions) U.7 5-U 5.6 5.U
Tax Burden (Percent) 5.8 6.6 6.2 _ 5.5
Sources: Tables IV and XI in the General Appendix, and United States Bureau
of Census, Historical Statistics of the United States, 1789-191:$.
Âdjusted for price changes by using wholesale price index. (1929 = 100) 
^Tax revenues expressed as a percentage of national income.
82
of the data from these sources of tax revenues. Since tax 
revenues rose at the state and local levels ($.7 billion) 
during the 1937-1938 business decline, some tax rates were 
evidently increased at these levels, too.
During the recession of 1937-1938, the federal tax 
structure became slightly more progressive as federal taxes 
that fall primarily on investment spending increased more than 
taxes that fall largely on consumption (Table XII in the General 
Appendix). Local tax structures showed no significant changej 
however, state general sales taxes, motor fuel taxes, and pay­
roll taxes continued to yield higher revenues during the decline 
in economic activity. The increasing of federal tax rates on 
income was probably a contributing factor in bringing the 
expansion in 1937 to an end. The undistributed corporate 
profits tax which was passed in 1936,^ and the increased 
progressiveness of tax rates on personal and corporate income 
would tend to decrease profit expectations from new investment. 
Perhaps this partially explains why most of the reduced spending 
between 1937 and 1938 is accounted for by a reduction in invest­
ment spending, which fell $5*1 billion as compared to the drop
^Harold M. Groves, Financing Government, p. 192.
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in total spending of billion over this period. Spending
for producer's durable goods, new construction, and inventories 
decreased rapidly in this recession;^ especially strong was 
the businessman's reluctance to buy more inventories as taxes 
cut into profit margins, and falling prices gave an incentive 
to postpone purchases. Consumer spending held up very well 
during 1937-1938; only spending for consumer durable goods 
showed a significant percentage decrease.̂ 7
Total federal, state, and local tax revenues decreased 
in 1939 (Table E). State and local tax revenues did not change; 
the reduction in total tax revenues in that year is accounted 
for by a decrease in federal tax collections. This reduction 
in federal tax revenues in 1939 reflects the decline in federal 
revenues from income tax sources as a result of recessionary 
forces operating in 1938 (Table XII in the General Appendix). 
Actually, collections from many federal consumption taxes, 
such as liquor, tobacco, and gasoline taxes, showed increases; 
as sales of these products increased in 1939, yield from these
2 ftU. S. Department of Commerce, Bureau of Foreign and 
Domestic Commerce, Supplement to the Survey of Current Business, 
National Income, 195>1 Edition T^ashington: U. S. Government 
Printing Office, 193>l), p. 15>0.
^Tloc. cit.
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sources increased. In 19l*0, tax revenues at each level of 
government increased, reflecting.the improved economic condi­
tions in 1939 and 191*0.
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State-Local Borrowing, 1929-19̂ 0
The depression affected state and local borrowing in 
three w a y s .28 The amount of borrowing was not adequate to 
permit state and local units to finance needed expendituresj 
state and local governments changed from long term to short 
term borrowing, and the cost of borrowing was greatly increased. 
State and local governments had to meet the same criteria of 
soundness as private b o r r o w e r s .29 This meant that state and 
local units had to have adequate revenues. >«ith a high volume 
of tax delinquencies and reduced tax yields, state and local 
units had difficulty securing funds from borrowing. Harvey 
Perloff notes that "in 1932, 697 issues totalling $260 million 
could not find a market; in 1933* 528 issues with a dollar 
volume of *>212 million failed of sale, including sales by such 
governments as Buffalo, Philadelphia, Cleveland, Toledo, Mis­
sissippi, and M o n t a n a ."30 The inability of state and local
28Maxwell, Federal Grants and the Business Cycle, p. 23.
^Hansen, State and Local Finance, p. $6,
3QHarvey S, Perloff, "Fiscal Policy at the State and 
Local Levels," Postwar Economic Problems, ed. Seymour E. Harris, 
p. 225. (In the future, this reference will be referred to as: 
Perloff, Postwar Economic Problems.).
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units to borrow, except at very high costs, if at all, led 
Arthur D. Gayer to conclude that this "demoralization of muni­
cipal credit" reduced the desirability and ability of state 
and local units to assume the burden of increased long-term 
indebtedness.31
The period 1930-1932 illustrates how the volume and 
distribution of state and local borrowing was affected by the 
distressed conditions at that time. During this period, total 
obligations dropped #116 millions, and there was a marked shift 
from long term financing to short tenn financing (Table F).
In 1932, 57 percent of state and local borrowing consisted of 
short term borrowing as compared to IjO percent in 1930. The 
increasing difficulties of securing long term loans resulted 
in a 3U percent ($507 million) reduction in long term borrowing 
and a 29 percent (#291 million) increase in temporary borrowing 
during the 1930-1932 period. The decrease in long term loans 
would have been greater if it had not been for #96,000,000 of 
federal Reconstruction Finance Corporation loans to state and 
local governments for emergency relief and self liquidation 
projects.
31 Arthur D. Gayer, Public Works in Prosperity and 
Depression (New York: National Bureau of Economic Research, 
1953)7 p. 303.
•̂ Hansen, State and Local Finance, p. 60.
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The higher cost of borrowing reflects the perverse 
municipal credit conditions. In 1932, 37*9 percent of state 
and local bond issues were sold with interest costs higher than 
5 percent, as compared with 6.5 percent in 1930. The *rorld 
wide financial panic, the exodus of gold, and the worsening of
TABLE F
Gross State and Local Borrowing, Long Term 
and Temporary, 1929-1939*
(in millions)
Year Long Term̂ - Temporary Total
Temporary ~f> 
of Total
1929 1E3I 90 9 2339 39.0
1930 ll*87 996 2U83 1*0.0
1931 1256 936 2192 1*3.0
1932 980 1287 2267 57.0
1933 1005 1371 2379 58.0
1931* 1228 988 2216 i*5.o
1935 1299 1035 2329 1*1*.0
1936 1173 881* 2057 1*3.0
1937 1011 1061* 2071 51.0
1938 1261* 1210 2l*7i* 1*9.0
1939 1183 1181 236U 50.0
Source: Municipal Year Book, 19l*Qt p. 189*
Încludes purchases by federal agencies.
the depression were responsible for the very adverse terms on 
• which state and local credit were available in 1932.̂ 3 The 




Percentage of State and Local Bond Sales Bearing 










Source: State and kunicipal Compendiums, 
Part I, June 30, 191*2, p. 8.
debt and the average rates payable on state and local debt 
indicates the greater difficulty of state and local borrowing 
during depressionary conditions.
The state and local bond market did not improve in 
1 9 3 3 * Increasing bond defaults, bank failures, and the 
high cost of credit were instrumental in deterring lending 
and borrowing. In 1933, long term borrowing increased 
(Table F) essentially because of loans to state and local 
governments from federal..agencies. These agencies made avail­




Average Interest States Payable on Debt 
At End of Calendar Year, 1929-19UO
Year Federal State and Local Spread
1929 3.99 U.55 *56
1930 3.8U U-53 .69
1931 3*70 1|.52 .82
1932 3.50 U.55 1.05
1933 3.20 U- 52 1.32
193U 2.86 U.U8 1.62
19 35 2.50 U.38 1.88
1936 2.U7 U.25 1.78
1937 2.U6 U.15 1.69
1938 2.57 U.00 1.U3
1939 2.55 3.75 1.20
191:0 2.52 3.50 .98
Source: Bureau of Foreign and Domestic Commerce,
Economic Scries, No. 21, p. 68.
$532,000,000 in this year.35 However, difficulties were experi­
enced with federal loans to local governments.36 The Recon­
struction Finance Corporation loan program was started in 
1932, but the total amounts.involved were small compared to 
the $300 million that was available in that year. There were 
legal and institutional obstacles. State and local units 




limitations, and were restrained, in many instances, from 
issuing revenue bonds. Also, the Reconstruction Finance Cor­
poration's emphasis on self-liquidating projects and the lig- 
percent interest charge for these were deterrent factors to 
local borrowing.37
The loans to local governments from the federal Public 
Works Administration program started in 1933) and were avail­
able at U percent.38 However, these loans were subject to the 
same difficulties as Reconstruction Finance Corporation loans, 
namely, the emphasis on self-liquidating projects and the legal 
restrictions on debt limitations. Over £0 percent of munici­
pal securities purchased by the Public Works Administration 
were revenue obligations payable from the revenues of self- 
sustaining municipal enterprises.39 Actually, the emphasis 
on self-liquidating projects was an attempt to get around 
legal restrictions on debt limitations. The courts in most 
states had ruled that revenue bonds were not to be considered 
part of the state and local debts, which were limited by 
statutory or constitutional provisions.bO
37Loc. cit.
38lbid., p. 60.
39Ibid., p. 61. 
kOLoc. cit.
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As a result of improved economic conditions and federal 
loans to local units, the long term borrowing of state and 
local governments increased in 193b and 1935 (Table F). Total 
state and local borrowing in 1935 was below the 1933 level, but 
this was due to a much lower level of short term borrowing in 
1935* In 1936, both long term and short term borrovdng by 
state and local governments decreased. Rising tax yields had 
decreased the need for borrowing. Credit was tightened as a 
result of the Federal Reserve policy of increasing the margin 
requirement on securities from bo to 55 percent (February,
1936) and increasing member bank reserve requirements by 50 
percent (August 15, 1936).^ In 1939, the further increasing 
of reserve requirements had significant effects on the secu­
rities market. Kenneth D. Roose, who made a detailed analysis 
of these effects of Federal Reserve action, concludes that 
increasing reserve requirements "touched off a series of events 
leading to a weakening of the securities markets which made 
the task of obtaining new capital funds more difficult.
•̂Roose, The Economics of Recession and Revival: An 
Interpretation of 1937-38, pp. 90-91.
k2Ibid., p. 109.
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This higher cost and reduced availability of funds is reflected 
in the decline in the volume of long term borrowing ($162 mil­
lion) and the increase in temporary state and local borrowing 
($181* million in 1937)* Again, it seems that when credit is 
scarce and the price high, state and local governments are 
forced to reduce the volume of their long term borrowing and 
increase their temporary borrowing.
The promising thing that happened during this period, 
from a counter-cyclical standpoint, is that federal action 
helped to stabilize the market for state and local credit.
The pressure on state and local revenues was also relieved 
by direct aid to state and local units in the form of federal 
grants, discussion of which will follow the discussion of 
federal borrowing.
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Federal Borrowing, 1929-19̂ 0
In contrast to state and local governments, the federal 
government was able to borrow adequate funds to finance defi­
cits and to borrow funds on more favorable terms. »Vhen state 
and local issues were encountering difficulties in finding 
suitable markets, the market for federal issues was practically 
without limit. 3̂ The decline in private security issues and 
the lack of low risk private borrowers, encouraged the flow 
of loanable funds into the market for federal issues. In 
addition, the Federal Reserve policy of monetary ease during 
most of the period supported the market for federal credit. 
Federal borrowing increased approximately $26 billion during 
the thirties (Table I). During the first two years of the 
depression, 1929 and 1930, the federal net debt decreased 
$679 million and $87$ million, respectively (Table J). This 
was the result of a budget surplus in these two years. In 
the fiscal year 1931* federal spending exceeded federal revenues, 
necessitating an increase in the federal debt. Deficit spending 
continued throughout the rest of the period. The federal net 
debt increased lk $ percent during 1929-19̂ 0•
^National Industrial Conference Doard, Essential 
Facts for Fiscal Policy (New York: National Industrial Con­
ference Board, 19Ul)> p. 115>*
TABLE I
Federal Interest-Bearing Debt Outstanding, June 30, 1929-191*0
(in millions)
Type of Issue 1929 1930 1931 1932 1933 1931* 1935 1936 1937 1938 1939 191*0








































23599 27566 29917 
1151* 1308 1302 
911*7 721*3 6383 
2676 3770 1*775
Gross Debt 16639 1*921 16520 19161 221*7 261*80 2761** 32989 35800 38*76 39887 1*2377
-Special Issues 607 761: 291 309 323 396 633 626 1**8 2676 3770 1*775
Net Debt 16032 1*157 16229 188*2 21831* 2608)* 27012 32363 3l*2l*2 33900 36117 37602
Source: United States Department of Commerce, Bureau of Census, Historical
Statistics of the United States, 1789-191:$, p. 305
■̂ Comprises special issues to Government agencies and trust funds.
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TABLE J
Federal Net Debt and Federal Surplus or Deficit
(in millions)
Net Debt Surplus (/),Deficit (-)
increase { /)  
decrease (-)
1929 - 679 / 73k
1930 - 875 / 738




1935 /  928 -3209
1936 /5351 -1:550
1937 /1879 -31U9
1938 - 31:2 -1381:
1939 /2217 -35U2
191:0 AU85 -3611
Source: United States Department of Commerce, Bureau
of Census, Historical Statistics of the United 
States, 1789-191:5, p. 296 and p. 305̂
The cost of federal borrowing decreased during the 
period (Table K). In 1929, the average interest rate paid on 
the federal debt was 3*9 percent. By 1933* the average interest 
rate paid on federal securities was 3*3 percent. This trend 
continued during the recovery, with the average interest rate 
having fallen to 2.6 percent in 1936. During the remainder 
of the period, the average cost of federal credit stayed ap­
proximately 2.6 percent.
With the more favorable factors developing in the 
market for federal securities, the treasury converted a
TABLE K
Average Rate of Interest on the Federal Debt, 1929-191*0












191*0 __ ________ ___ ................. .
Source: United States Department of Commerce, Bureau
of the Census, Historical Statistics of the 
United States, 17̂ 9-191*57 305»
significant amount of short term securities constantly falling 
due into issues paying a lower interest. ̂1* In 1930, 57 per­
cent of federal issues were yielding between 1* and 1*| percent. 
In 19l*0, only 1*.8 percent of federal issues were paying this 
rate. In 19l*0, 66.9 percent of federal issues were returning 
a lower rate of interest - between 2| and 3'| percent as com­
pared to 15.7 percent in 1933* ~
TABLE L
Percentage Distribution of Federal Net Debt by Interest Hates, 1930-19U0
1930 1931 1932 1933 193E . 193* 1936 1937 1938 1939 19ii0Under 1$ ■ ■ ■ - 0 .5 2.9 7.2 5*U 7.6 7.3 6.7 3-U u.fl 6.5---- 2.2 2.1 2.5 ---- 2.5 3.2 2i*8 7.0 6.3 7.5
1 ---- 5.2 2.0 3.U 9.8 15.5 Hi. 3 15.1 11.6 5.5
1.5 10 .1 5.0 2|.7 . 8.5 7.7 1|.3 3.9 5-0 3.2 7.5
2\%-3% U.o 0 .1 0.2 8.6 10.9 19.5 27.8 3li.6 37.5 1|1|.2 U5.2
3%-3h% 11.7 Hi.5 28.0 2U.6 33.ii 39.6 3ii.8 29.0 25.3 23.6 21.7
3z%-h% 23.1 H1.I1 111.2 8.6 7.2 1.8 1-5 l.ii l.ii 1.3 1.3
56.8 53.0 U5.6 U3.7 31.2 11.5 *•6 5.2 5.3 .5-0 u.8Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0




A revenue source of state and local governments 
v/hich evolved into importance during the distressed eco­
nomic conditions of the thirties was federal grants to 
state and local governments. Before 1929* federal grants 
were not of sufficient magnitude to affect greatly state and 
local finance.During 1919 and 1928, the average federal 
grant to state and local governments in a fiscal year was 
598.6 niillion. During the 1929-19̂ 0 period, the average 
federal grants rose to 5lU53*3 million during a fiscal year.
Federal grants may be for the purpose of stimulating 
state and local services, or to relieve state and local bud­
gets from the fiscal burden of providing s e r v i c e s . 6̂ The 
grants in the thirties were primarily of the latter type, and 
had the purpose of aiding state and local governments in the 
financing of their expenditures. Congress set up the Federal 
Emergency Relief Administration (May, 1933)> Civil Works Admin­
istration (November, 1933)» Federal Emergency Administration 
of Public iV'orks (June, 1933)j and the Works Progress
^Maxwell, Federal Grants and the Business Cycle, p. 10.
k 6 I b i d . . p p .  8 - 1 0 .
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Administration (January U, 1935)^ to cope with the unemploy­
ment situation, and to aid state and local governments through 
grants and loans. Federal grants were made conditionally, and 
state-local contributions varied at different times and with 
different federal administrations,̂ *® For example, state-local 
contributions to projects financed by the Federal Emergency 
Relief Administration grants depended on the discretion of the 
administrator, until 1939 when state-local contributions were 
fixed at 2J> percent of the total cost of the project. In the 
case of Public Works Administration grants, the grants were 
20 to 25 percent and state and local contributions 75 to 80 
percent until 1935* when federal grants became percent of 
the total cost of the non-federal project.
Federal grants to governments were of insufficient 
magnitude to ease state and local tax and credit situations 
prior to 193U* During the 1929-1933 contraction period, 
federal grants were between 1.6 percent and 2.9 percent of state
^Works Progress Administration payments were made com­
pletely through federal officers, but state and local governments 
supervised the projects and also put up some of the money. There­
fore, Works Progress Administration payments are included as fede­
ral grants. See Maxwell, ojo. cit., p. 11.
®̂Maxwell, ojo. cit.. p. 97*
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and local revenues. Starting in 193k and continuing through 
19l*0, federal grants became an important part of state and 
local revenues. In 193l*j 21.9 percent of state and local 
revenues (exclusive of borrowing) consisted of federal grants. 
This ratio increased, reaching 26 percent in the fiscal year 
1939. Federal grants decreased during the 1937-1938 recession,
TABLE M
Federal Grants to State and Local Governments,
1929-191*0
(in millions)












1939 2909 2̂ .6
191*0 2li01 20.5
Source: James A. Maxwell, Federal Grants and the
Business Cycle, p. 18. fable XI in the 
General Appendix.
playing a role in state-local revenue structures that was 
slightly less than in 1931*. Federal grants increased abso­
lutely and as a percentage of state-local revenues during the 
fiscal year 1939* In 19l*0, federal grants were reduced again,
101
but still amounted to a substantial sum ($2.U billion) and to 
a significant percentage of state-local revenues (20.5 percent).
Federal grants have vast counter-cyclical possibilities. 
By relieving state and local tax and credit structures from the 
full impact of recessionary forces, they enable state and local 
governments to keep up a level of spending that otherwise might 
be impossible.
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Federal, State, and Local Spending, 1929-19UO
As in the discussion of tax revenues, three criteria 
are used as a basis for indicating the relative importance 
of federal, state, and local spending during the period under 
review. Total government spending is discussed in terms of 
current prices, adjusted 1929 prices, and as a percentage of 
national income. Finally, government spending is discussed 
by type and character of expenditure.
A. Federal, State, and Local Spending, 1929-1933
Cumulative downward forces of the business cycle began 
to dominate in June, 1930, and total government spending 
decreased $1180 million from that time to the end of the con­
traction in 1933 (Table N). In this situation, counter-cycli­
cal fiscal policy would have called for a significant increase 
in government spending, especially at the federal-state levels. 
At the federal level, spending increased only $627 million, 
and at the state level, spending increased only $193 million. 9̂ 
Spending at the local level decreased $2000 million, completely 
neutralizing the beneficial effects of increased federal-state
^includes only direct state spending. Total state 




Federal, State, and Local Spending in Selected 
Fiscal Years, 1930-1938
(millions)
Current Adjusted 1929 % of National
Prices Prices Income
1930
Total 12329 12993 15.7
Federal 3237 3576 • h .k
Stated- 1892 2091 2.5
Local 7200 7325 8.8
1933
Total 1111:9 16065 28.2
Federal 3861: 51*21* 10.0
Stated- 208̂ 3001* 5.3
Local 5200 7637 12.9
1936
Total 17167 2021*1* 26.5
Federal 8666 10219 13. k
State 2hhS 2883 3.8
Local 6056 71U1 9.3
1937
Total 17355 19102 23.6
Federal 8177 9005 11.1
State^ 2697 2970 3.7
Local̂ 61*81 7138 10.2
1938
Total 17227 20856 25.5
Federal 7239 8761* 10.7Stated- 3082 3731 A. 6
Local 6906 8361 10.2
Sources: United States Department of Commerce, Bureau
of the Census, Historical Statistics of the 
United States, 1789-191157 Table V in the 
General Appendix.
•̂•State aid spending to local governments deducted in 
order to avoid duplication.
pEstimated by taking the arithmetic mean of the closest 
even years, where data are unavailable*
spending.
•'/hen government spending is expressed in constant 
purchasing power and as a percentage of national income, it 
would appear that government spending had a greater impact on 
the economy than is usually realized. The same volume of govern­
ment spending in 1933 as in 1929 would, of course, have made a 
greater relative contribution to the flow of spending since 
prices and incomes fell drastically during this period. The 
volume of government spending could have been less- in 1933 than 
in 1929, and yet, the contribution of government spending could 
have been greater in 1933. This would depend on whether the 
change in the volume of government spending was more or less 
than the reduction in prices and income. If prices and income 
fall more than government spending, the impact of government 
spending, expressed in terms of constant purchasing power or 
as a percentage of income, will be greater. Since government 
spending is measured in terms of dollars, it is impossible to 
know the actual volume of government spending. The only v.ay to 
indicate the relative change in the volume of government spending 
is to measure government spending in constant dollar values.
At best, this is only a crude device for measuring changes in 
volume and should be recognized as such.
It does not make any difference whether government
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spending is expressed as a percentage of income in constant 
prices or in current prices, since adjusting government spending 
and income for price changes would not change the ratio of 
government spending to income.
In constant 1929 prices, total government spending 
increased approximately $3*1 billion between fiscal years 1930 
and 1933> a very significant increase when measured on this 
basis (Table N). Federal spending increased 51 percent and 
state and local spending showed increases of 14; percent and 5 
percent, respectively, when' measured on this same basis.
Thus, important increases in. government spending occurred at 
all three levels of government. Prices decreased much more 
than even state and local spending. Hence, in constant dollar 
terms, state and local spending were greater in 1933 than in 
1930. State and local dollar expenditures in 1933 bought more 
goods and services than they did in 1930.
When government spending is expressed as a percentage 
of national income, it is revealed that federal, state, and 
local spending accounted for an increasing share of national 
income throughout the contraction period (Table N). In 1930, 
total government spending was approximately 16 percent of 
national income. As a consequence of national income's fal­
ling 5i; percent between 1929 and 1933> total government spending
was almost one-third of national income in 1933• Of course, 
it would have been much more desirable if this change had occur­
red as a result of higher levels of government spending rather 
than as a drastic drop in income levels. However, the fact 
remains that total government spending did increase relative to 
national income, and therefore, made a larger relative contri­
bution to the income stream.
Federal spending expressed as a percentage of national 
income increased the most during the contraction of 1929-1933) 
however, state and local spending also became a greater per­
centage of national income (Table H) • Federal spending was 
Ij.lj percent of national income in 193̂ . In 1933> Federal spend­
ing had risen to 10 percent of national income. Direct state 
and local spending were 5»3 percent and 12.9 percent, respectivel 
in 1933 as compared to 2 .$ percent and 8.8 percent, respectively, 
in 1930. Thus, state and local spending, as well as federal 
spending, became an increasing percentage of national income 
during the contraction. Also, total state and local spending 
was almost twice as great as federal spending in 1933j even 
though federal spending was increasing relative to state and 
local spending throughout this period.
Table 0, below, shows total government spending, federal 














Federal, State and Local Expenditures on Public Works, 1927-1938
(in millions)_________________ __________
Total Government Federal ExpendituresState and Local Expenditures 
Expenditures for for for
Public Works Public Works___________Public Works
Total Direct Total State & Local Federal
Funds Aid
3189 282 199 2990 2907 83
3330 316 233 3097 3011; 83
3309 357 276 3033 2952 81
3733 hbS 328 3U05 3288 117
3h2h ShP 368 3056 2881; 172.
2539 590 399 2lUo 19h9 191
1918 785 U39 li*8l 1133 3U8
2U7U 1266 509 1965 1208 757
25U8 1U33 675 1873 1125 758
3U96 2180 916 2580 1316 1261;
3329 1938 773 2556 1391 1165
3711 2099 655 3056 1612 1UUU
Source: Hearings Before the Temporary National Economic Committee, 




The salient characteristic indicated in the table 
is the inadequacy of federal expenditures on public works 
to prevent secondary cumulative forces from forcing total 
government spending on public works downward in 1931> 1932, 
and 1933* Total government spending on public works ran over 
$3 billion in 1927, 1928 and 1929, reaching a peak of $3*7 
billion in 1930. From this peak, total government spending on 
public works rapidly declined $1.8 billion over the next three 
years. Total state and local expenditures on public works were 
#3*U billion in 1930 and stayed slightly over $3 billion in 
1931$ however, the onslaught of depressionary forces was too 
much for state and local governments, and federal aid to state 
and local governments was far below the level necessary to 
permit state and local governments to maintain their previous 
level of expenditures on public works. As a consequence, these 
expenditures of state and local governments on public works 
decreased to $1.5 billion in 1933, a drop of approximately 
56 percent between 1930-1933*
It was 1936 before the levels of direct federal expen­
ditures ($916 million) and federal aid expenditures on public 
works ($126ii million) were sufficiently high to make total 
government spending on public works equal to the pre-depression
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level of over $3 billion. Can it be said then, that this is an 
indication of the level that federal spending on public works 
should have been? Would this level of federal spending have 
arrested the secondary cumulative forces? Probably not, for 
private investment spending and consumer spending drastically 
declined during this period, and even a level of $3 billion of 
government spending on public works would not have made up for 
this deficiency in private spending. Private investment spend­
ing fell #5*6 billion between 1929 and 1930, Û.8 billion between 
1930 and 1931> and &1*»5 billion between 1931 and 1932. In three 
years, private investment spending had fallen &ll*.9 billion.
TABLE P






1929 78761 15821; 91*5 85
1930 70761 10209 80970
1931 61153 5362 66515
1932 1*9208 886 50091*
1933 I4.63U6 1306 1*7652
193U 51882 2807 51*689
1935 56215 6lU6 62361
1936 62515 8318 70833
1937 67121 1114*0 78561
1938 6U513 6311 70821*
1939 671*66 9917 77383
191*0 72052 1391*9 86001
Source: United States Department of Commerce, A Supple­
ment to the Survey of Current Business, National 
Income Edition, 1951* p. 150.
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Consumer spending held up under the impact of falling income 
much better than did investment spending, but consumer spending 
decreased $29.6 billion between 1929 and 1932, a drop of 37*6 
percent as compared with the drop in investment spending of 
9ii.3 percent. Nevertheless, a much higher level of direct 
federal spending and federal aid spending would certainly have 
mitigated the cumulative downward turn in the flow of spending, 
and if such a spending program had been started in 1930 when 
depressionary forces first started, the severity of the con­
traction could very likely have been lessened.
Most of the increased federal spending during tMs 
period was in the form of relief spending - relief to farmers, 
bankers, railroads, unemployed urban workers, and state and 
local governments .5*0 This type of federal spending was urgently 
needed as the depression engulfed all phases of society. How­
ever, a counter-cyclical fiscal program necessitates a level 
of public investment adequate to fill the gap between income 
and consumption - a gap left by insufficient private Investment. 
Direct federal public investment and federal aid to state and 
local governments were quite inadequate to do this job.
-̂ Gerhard Colrn, "Fiscal Policy and the Federal Budget," 
p. 21^> Hansen, Fiscal Policy and Business Cycles, pp. 81̂ -95•
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The 1929-1933 depressionory forces basically altered 
the type of state and local spending. The outstanding changes 
were the decrease in total state and local capital outlays and 
the increase in public welfare outlays. Local data are unavail­
able for every year, but the trend in state and local spending 
is indicated in Table Q. Total state and local capital outlays
TABLE Q
State and Local Direct Expenditures for Capital Outlays 









Total 2507 2356 151
State 532 1*92 1*0
Local 1975 1861* 111
1932 *
Total 2320 1876 1*1*1*
State 860 786 71*
Local 11*60 10 90 370
193U
Total 2296 11*07 889
State 982 619 363
Local 13 H* 788 526
Sources: Tables XVI, XV, and XVII in the General
Appendix.
fell 9̂l*9 million and public welfare outlays rose 7̂38 million 
between 1927 and 193k* Total state and local figures distort 
somewhat the individual changes at the two levels of govern­
ment. State direct capital outlays were higher in 1932 and
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and *193b than they had been in 1927. State capital outlays 
increased *>255 million between 1929 and 1932, and <288 million 
between 1932 and 193b*^ It appears that state capital outlays 
held up as well as they did partially because of federal grants. 
James A. Maxwell reveals that total state and local construc­
tion spending, exclusive of federal grants, decreased tflbOS 
million between the calendar years 192 9 - 1 9 3 3 According to 
Maxwell's data, state and local construction expenditures we re 
61 percent below their 1927 level, in 193b. The data in this 
study, which include federal grants, show that total state and 
local expenditures for construction fell 39 percent during 
the same period.^
State and local construction expenditures were not the 
only type of expenditure to decrease during the 1929-1933 
depression. In cities with a population of 100,000 or more,
^State Capital outlays were i>531 million in 1929.
See United States Bureau of Census, -Financial Statistics of 
States, 1929.
•^Maxwell, Federal Grants and The Business Cycle, p. 21.
^United States Department of Commerce, Bureau of Census, 
Historical Statistics on State and Local Government Finances, 
1902-19̂ 3, p* 17*
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public welfare spending was the only type of spending that 
increased between 1931 and 1933*^ Expenditures for local 
services, such as public safety, sanitation, health, hospitals, 
schools, recreation, etc., were reduced as a result of econo­
mic conditions. Similarly, state expenditures were reduced 
for many things, such as education and health; however, state 
spending held up much better than local spending because of 
the assumption by state governments of functions previously 
conducted at the local level, the increase in federal grants, 
and an increase in state aid to local governments.^
Total state spending increased during 1929-1933* 
Essentially, there appear to be two reasons for this - state 
aid to local units and federal grants to state units. Unfor­
tunately, data on state aid expenditures were not completely 
segregated during 1929-1931; however, data on state aid for 
education and highways, the two major purposes of state aid 
expenditures during this early period, are available. Data 
on federal grants are also incomplete. Figures on federal 
grants, prepared by the Bureau of the Census, are divided into 
state and local, but are available only for 1927, 1932, and
-^United States Department of Commerce, Bureau of the 
Census, Historical Review of State and Local Government Finances 
(Washington: United 5tates"Trinting Office, 195U), P* 21*.
^Maxwell, Federal Grants and the Business Cycle, p. 21.
TABLE R
Total State Spending, State Aid to Local 
Governments, and Federal Grants to 
State Governments, 1927-193U
(in millions)
Year Total State Aid Federal Grants
1927 ro o XT ->3 5>96 107
1929 2061 367 119
1930 2290 3981 113
1931 2509 2+191 195
1932 2829. 801 222
1933 3lk5 io552 201
193k ....., 1318 968
Sources: United States Department of Commerce,
Bureau of the Census, Financial Statistics 
of States; Historical Statistics on State 
and Local Government Finances, 1902-1953; 
Maxwell, Federal Grants and the Business 
Cycle.
■^Only state aid for highways and education segregated 
in these years.
pThese figures estimated by taking the arithmetic mean of years 1932 and 193k, Y/hich probably over estimates state spending in 1933*
193k. Data for the other years vrere obtained from the Bureau 
of the Budget, which did not divide federal grants into state 
and local governments. However, federal grants before 1933 
went to state governmentstherefore, the Bureau of the
56ibjd.y p. 16.
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Budget figures on federal grants can be used here without 
distorting the data. On the basis of these figures, it appears 
that approximately 70 percent of the increase in state spending 
between 1929 and 1932 is accounted for by state aid spending 
and federal grants to state governments. Between 1932 and 
193h> state aid spending and federal grants to state govern­
ments increased twice as much as the increase in state spend­
ing during this period.
B. Federal, State, and Local Spending, 1933-1937*
Total federal, state and local spending contributed 
to the recovery by increasing 6̂.2 billion between fiscal years 
1933 and 1937 (Table N). When total government spending is 
measured in constant 1929 prices, total government spending 
showed a substantial increase ($*3*0 billion) over this period. 
Federal spending may be presumed to have made a substantial 
contribution to the recovery. During this period, federal 
spending increased 112 percent when measured in current dol­
lars, and 66 percent when measured in constant 1929 dollars. 
When the crisis came in 1929, federal spending was only about 
one-half that of local spending, and only slightly greater than 
state spending. The social and economic conditions of the 
thirties fostered a new role for federal spending; as a result, 
federal spending was greater than local spending by 1937, and
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over two and one-half times greater than state spending in 
that year.
It is doubtful whether state and local spending con­
tributed to the recovery. Direct state and local spending 
increased $612 million and $1281 million, respectively, between 
1933 and 1937, a total contribution of slightly over $1.9 
billion. But in terms of 1929 prices, state direct spending 
decreased $3U million, and local direct spending decreased 
$1\99 million during the 1933-1937 recovery. Also, state and 
local spending fell as a percentage of national income during 
this period.
In fact, the ratio of total government spending to 
national income fell during 1933-1937* Government spending 
was probably not contributing as much to the recovery as the 
higher levels of private spending. How much the rising level 
of government spending stimulated the rising levels of private 
spending is very difficult to determine. It appears reason­
able to say, however, that the higher level of government 
spending was a factor in explaining the rising level of private 
spending during the 1933-1937 recovery.
Total government spending on public works increased 
from $1.9 billion in 1933 to $3.3 billion in 1937 (Table 0). 
This increased public works spending of $l.li billion was
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largely accounted for by a higher level of federal aid expen­
ditures and direct federal ejqpenditures on public works.
Direct state and local public works spending increased 22.7 
percent ($2£8 million) during the recovery; whereas, federal 
aid to public works of state and local governments increased 
23h percent ($817 million), and direct federal spending on 
public works increased 76.1 percent ($331; million) during the 
period. This higher level of federal spending on public works 
probably had an important influence on the recovery. Higher 
levels of public works expenditures would not only generate 
higher income levels per se, but they would also induce higher 
levels of private investment spending and consumer spending. 
Public works spending directly increases the demand for invest­
ment goods, and indirectly increases the demand for consumer 
goods via the employment of more workers. Private investment 
spending and consumer spending both demonstrated remarkable 
recoveries. Investment spending was at a level of $11.1; billion 
in 1937> and consumer spending was at a level of $67»1 billion 
in that year, compared to much lower levels of $1.3 billion 
and $1*6.3 billion, respectively, in 1933 (Table P). The most 
logical position seems to be that the higher level of federal 
spending along with other conducive factors, such as the ex­
panding money supply, higher prices, the need for capital
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and inventory replacements, higher profit expectations, etc., 
was a contributing factor in the recovery.£7
Total state and local spending for almost every purpose 
increased during the 1933-1937 recovery (Table XVII in the 
General Appendix). But, the important thing to note appears 
to be the relatively small increase in total state and local 
spending for most purposes, and the failure of many major types 
of spending, such as, construction, education, highways, etc., 
to recover their 1927 and 1932 levels. For example, total 
state and local spending for construction, equipment, land and 
existing structures in 1936 was 3̂52 million below the 1932 
level, and 8̂32 million below the 1927 level. Total state and 
local spending on education was vl3l; million and v5S million 
below the 1932 and 1927 levels, respectively, in 1936. Similarly, 
highway spending was significantly below pre-depression and 
depression levels throughout the recovery. Total state and 
local spending for health, hospitals, public safety, natural 
resources, etc., increased during the recovery and were above 
pre-depression levels; but, the increase in these cases was 
not significant. Between 1932 and 1931;, public welfare spending
-̂ For a discussion of some of these factors see Albert 
G. Hart, Money, Debt, and Economic Activity,(New Yorks Prentice- 
Hallj Inc., 191;8T7T p - 320̂ 32171
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doubled, increasing from vkkk million to v889 million, during 
1935 a d̂ 1936, public v/elfare spending remained at its 193b 
level.
The interdependency of federal, state and local spending 
tends to be revealed when federal grants to state and local 
governments are excluded from state and local totals, and state 
aid to local governments is excluded from local spending.
TABLE S
Total State and Local Spending, Exclusive of Federal Grants, 

















1933 7255 708U 5200 U399 1
193U 7 81«2 599k 5699, 2*381
1935 8172 58 95 c. 2
1936 8̂ 01 6182 6056 ra?
1937 9178 6509 £ 2
1938 9988 7808 6906
Sources: Table N, p. 103; United States Department
of Commerce, Bureau of the Census, His­
torical Statistics of State and Local 
Governments, 1902-19^3» James A. Maxwell,
Federal Grants and the Business Cycle,  ---
Ŝtate aid in 1932 is used since this is all that is
available.
oData are not available.
120
■Without federal grants, state and local spending would not 
have turned upward in 193h and 1935* and would not have e ven 
reached the low 1933 level of spending until 1936* Eocal 
spending increased in 193h as the result of state aid spending.
Total state spending (direct state spending and state 
aid spending) increased throughout the recovery, primarily because 
of federal aid to state governments (Table T), It appears 
that it would have been 1936 before total state spending would
TABLE T
Total State Spending Exclusive of Federal Revenue, 











1933 31U5 29231 21221
193k 31*61 2li93 U75„
1935 3662 2 2
1936 3862 303U 1617.
1937 I4O66 2 2
1938 U598 396£ snu9
Source: Table V in the General Appendix; United States
Department of Commerce, bureau of the Census, 
Historical Statistics on State and Local 
Gove rnme nt, ~~1902-19 53»
■*•1932 data are used since that is all that is available.
p&Data are not available
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have increased without federal grants. Federal grants to 
state governments were for two purposes - public welfare and 
highways; state aid to local governments was for three purposes - 
public welfare, highways, and education.
C. Federal, State, and Local Spending, 1937-19̂ 0
During the 1937-1938 recession, total federal, state 
and local spending decreased &L28 million (Table N), However, 
in terms of 1929 prices, total government spending increased 
during the 1937-1938 recession; as a percentage of national 
income, total government spending also increased. At the state 
and local levels, spending increased whether measured in current 
prices, constant 1929 prices, or considered as a percentage of 
national income. In contrast, federal spending decreased during 
the 1937-1938 recession, whether measured in market prices, 
constant prices, or considered as a percentage of national 
income. Why was federal spending reduced before the econoriy 
had completely recovered its pre-depression levels? This is 
an important lesson in the annals of fiscal policy experience. 
Government spending should not be thought of as a temporary 
device that can be cut when it appears that economic condi­
tions are improving. Government spending is a permanent means 
by which the attainment of the goals of counter-cyclical policy 
may be accomplished. Any sudden withdrawal of federal spending
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similar to the 1937-1938 episode is most likely to produce 
drastic contractions in consumer and investment spending, espe­
cially the latter. Actually, federal spending was $1+89 million 
lower in 1937 than in 1936, and this partially explains the 
turning point in production in 1936. Then, when federal 
spending was reduced almost a billion dollars the following 
year, private investment spending dropped 1+5 percent, and con­
sumer spending dropped 3*8 percent (Table P).
Daring the 1936-1938 period, when recessionary forces 
were dominant, total government spending on public works increased 
from #3*5 billion in 1936 to #3*7 billion in 1938 (Table 0). 
However, this increase in total government spending on public 
works was due to an increase of #296 million in state and local 
spending. Both federal direct and federal aid spending on 
public works decreased during this period, #261 million and 
#81 million, respectively.
In 1939 and 191+0, consumer and investment spending, 
along with production, income and prices, began to recover.
Between 1938 and 191+0, total government spending increased 
approximately #3 billion, with federal spending accounting 
for approximately 60 percent of this increase. In 1939 and 
191+0, federal spending returned to its 1935 and 1936 levels.
It would seem to follow that if federal spending had not been
123
cut in 1936 and 1937, the sharpness of the downward turn during 
1937-1938 very likely could have been avoided.
 ̂For an excellent discussion of fiscal policy and 
other factors contributing to the 1937-1938 recession, see, 
Kenneth D. Hoose, The Economics of Recession and Kevival, pp. 
3-19.
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Federal, State, and Local Net Spending, 1929-19U0
Two methods are used in this Study to indicate govern­
ment net spending or the net effect of fiscal policy. The 
first method used to indicate the net effect of federal-state- 
local fiscal policy is borrowed from Henry H. Villard's Study, 
Deficit Spending and the National Income.Villard defines 
government spending as income-increasing when "it is spent on 
current output," and government revenues as income-decreasing 
if the revenue "received would otherwise have been spent on 
current output."^ The difference between income-increasing 
expenditures and income-decreasing revenues is the measure of 
the "net spending." At the federal level, Villard excludes 
expenditures for the purposes of debt retirement; Reconstruc­
tion Finance Corporation loans to railroads, financial insti­
tutions, and banks; and government purchases of stock in 
Home Loan Banks and Federal Saving and Loan Associations from 
the income-increasing category.61
£?See Table I in the General Appendix for data developed 
by Villard.
6oVillard, op. cit., p. 20U.
6lIbid., pp. 278-280.
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All federal revenues are classified as income-decreasing 
with the exception of proceeds from borrowing, estate taxes, 
profits resulting from reducing the gold content of the dollar, 
proceeds from foreign obligations, and part of the Panama Canal
f Atolls. oc On the state and local levels, Villard assumes the 
net effect of state-local fiscal policy to be indicated best 
by the change in state and local debt.63
Another way of indicating government net spending is 
to take the difference between state-local spending and state- 
local revenues.6U In this case, the assumption is that all 
state and local spending is income-increasing and all revenues 
are income-decreasing. "Net spending" or the net effect on the 
income stream would be the difference between state-local 
spending and state-local revenues.65 Along with the data 
developed by Villard to indicate government net spending, this 
method of deriving net spending at the state and local levels
62Ibid., p. 278.
6 3 3-b i d . t p .  2 8 8 .
6 T̂his measure of the net effect of state and local fis­
cal policy is used in a study published by the Board of Gover­
nors of the Reserve System, Postwar Economic Studies, No. 3* 
December, 1 $>U5> "Public Finance and Full Employment."
65state-local spending includes only direct spending ex­
clusive of debt repayments, and state-local revenues includes reve­
nues from state and local sources exclusive of revenues from bor­
rowing and from the federal government.
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is used with Villard's measure of federal net spending to give 
another indication of the net effect of government fiscal 
policy. Villard's data do have the advantage of being avail­
able on a monthly basis, and therefore, may be correlated with 
changes in economic variables on this basis. On the other hand,
the other method has the advantage of being perhaps a more
reliable indicator of net spending at the state and local
levels. The latter data are based largely upon the recent and
more reliable figures published in Historical Statistics on 
State and Local Finances, 1902-1953.^
In order to ascertain the net effect of government 
fiscal policy, it is important to use government "net spending" 
rather than, say, total government spending. Government net 
spending is similar to private investment in that they both 
will more likely be financed out of savings or money created 
by the banking system. ^  Total government spending would be
^Unfortunately, however, these data omit the interval 
between 1927 and 1932, and cover only even years after 1932.
Data for state revenues and state spending from 1929-1931 are 
obtained from the Census Bureau's publication, Financial Statistics 
of States. The local data used for 1929-1931 are taken from 
the Study referred to in footnote 6k•
^Hansen, Fiscal Policy, p. 90.
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misleading as a measure of the net contribution of fiscal 
policy, Even government net spending which is financed com­
pletely out of savings may not have an income stimulating 
influence if it decreases private investment spending.68 
However, since it is doubtful to what degree government net- 
spending will influence private investment spending it will 
be assumed that government net spending indicates the net 
addition to the income stream.
During the first twelve months of the depression,
June, 1929 to June, 1930, the net effect of government fiscal 
policy was to add $*>02 minion to the income stream according 
to Villard's method and $633 million according to the other 
method used in this study. During the subsequent twelve months, 
the net effect of government fiscal policy was to make a net 
addition to the income stream of somewhere between $214.17 million 
(second method) and $20f>2 (Villard's method). After this, the 
rate of growth of government net spending started decreasing 
and during the 1933 fiscal year, the absolute level of govern­
ment net spending was lower than it had been previously. For
6®Qovernment net spending may decrease private in­
vestment spending in two wayss by increasing the price paid 
for savings and by "frightening" away private investment 
spending.
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the period as a whole, it nay be estimated that the fiscal 
policy of all governmental units contributed somewhere between 
$6963 and $7881* million to the income flow*
TABLE U
Government Net Spending, 1930-1933
(in millions)






Source: Table V in the General Appendix.
F̂iscal year ending June of each year.
To assess properly the importance of the data above, 
attention must be given to the economic forces that were ope­
rating during this period. The downward economic forces that 
Btarted in the summer of 1929 and evolved into secondary down­
ward forces in 1932 and 1933 were forming during the prosperity 
phase of the late twenties.89 First, it appears that the pro­
pensity to consume was falling during the 1928-1929 period.70
^This would be expected from Wesley C. Mitchell's 
study of economic fluctuationsj Also, see A. F. Burns, The 
Frontiers of Economic Knowledge, pp. 112-113
7°Thomas Wilson, Fluctuations in Income and Employ­
ment, p. 1$$.
12?
Both the rate of growth of consumer outlays and the ratio of 
consumer outlays to gross national income were decreasing 
slightly during 1928-1929.7  ̂ The under consumptionists may 
support their theory by showing that this fall in the rate of 
consumer spending and the proportion of production consumed 
was accompanied by a rise in the level of income.72 However, 
it is very doubtful that the fall in the propensity to consume 
was more than an accompanying factor leading to the 1929 down­
ward turn.73 it would be expected, of course, that a fall in 
the rate of growth of consumption would have depressing effects, 
via the acceleration principle, on investment spendingj there 
is ample evidence to support this view. There is more evidence 
in support of the view that investment opportunities had been 
exhausted in the construction industry; this was especially
7-̂ Simon Kuznets, National Product Since 1869 (New 
York: National Bureau of Economic Research, 19U6), p. 52.
72wiiSOn, op. cit., p. 156.
73jJaurice W. Lee and Thomas Wilson appear to disagree 
as to the importance of consumer spending in the 1929 downward 
turn. Compare Lee, Economic Fluctuations (Homewood, Illionis: 
Richard D. Irwin, inc., 195̂ )> p. 209 and Wilson, Fluctua­
tions in Income and Employment, p. 156*
130
true in residential construction. Residential construction, 
which reached a peak of billion in 1925, decreased to 
$U.3 billion in 1928, and to $3 billion in 1929.7li From the 
various studies made, it appears that the demand for houses 
had caught up with the supply during the 1927-1929 expansion.7i>
Besides the factors discussed, there were other possible 
factors that would help to explain the 1929 crisis and the 
ensuing contraction - such as, the collapse of the stock mar­
ket, the decline in the merchandise balance of trade, the 
agricultural crisis, credit policies, the absence of wage 
deflation in 1929 and 1930, etc.7  ̂ For all these reasons, the 
downward economic forces produced a 51 percent decline in 
industrial production, a 37 percent decline in wholesale prices, 
and a 1*1 percent decline in employment during the contraction 
of 1929-1933.77 What role did government net spending play 
in maintaining economic activity during this period?
Table IV in the General Appendix compares monthly
7̂ Wilson, o£. cit., p. 156.
7£Ibid., pp. 156-157*
76Ibid., pp. 159-172; Lee, 0£. cit., pp. 219-229.
77see Table IV in the General Appendix.
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changes in government net spending with monthly changes in 
income, production, employment, and prices. These data reveal 
the cyclical importance of government net spending. For the 
first five months of 1929, government net spending averaged 
$81.1; million; for the remainder of the year, monthly net 
spending averaged only $22.8 million. Federal fiscal activi­
ties completely account for this much lower level of govern­
ment net spending during the last half of 1929. For, federal 
net spending was negative, i.e., the net effect of federal 
fiscal policy was to reduce the income stream ($335 million).7® 
On the other hand, total state and local net spending was 
$696 million greater over the last six months of the year than 
it had been during the first six months.79 The reduction in 
the monthly rate of total government net spending corresponds 
with the 1929 reductions in income, production, employment 
and prices. Personal income dropped $3*5 billion in the last 
six months of 1929; the industrial production index, employ­
ment index, and wholesale price index dropped four, six, and 
three points respectively during the last part of 1929*
7®See Table III in the General Appendix. 
79see Table H  in the General Appendix.
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Government net spending continued at a low monthly rate 
during the first two quarters of 1930. However, starting in 
July, 1930, the net effect of federal fiscal policy became 
income-increasing, adding about $60 million to the income stream 
every month for the rest of 1930. As a consequence, govern­
ment net spending increased to an average monthly rate of 
$lll0 million.
This rising trend of federal net spending and total 
government net spending continued throughout 1931. State and 
local net spending stayed approximately the same until the 
last quarter of 1931* It appears from these data that govern­
ment net spending may have played an important role in the 
improved economic conditions during the first part of 1931*
All of the economic indexes observed showed higher levels in 
March and April of 1931 with the e xception of the wholesale 
price index.
Also, it appears that monetary policies may have been 
a contributing factor to the slight upturn in 1931* As soon 
as depressionary forces became evident in 1929, the Federal 
Reserve policy became anti-depressionary. As Schumpeter so 
appropriately states, the monetary policy was one of easy 
money, "Thus giving business all the rein and all the
TABLE V
Reserve Bank Credit Outstanding, 1929-1932
(in thousands)
1929 1930 1931 1932
Total Loans & Securities 1,5U7,517 1,351,8# 1,825,066 2,128,01f>
Discounts & Advances 632,U21 251,398 638,293 23U,932
Bills bought 392,209 363,81*1* 338,687 33,123
U. S. Govt. Securities
Bought 510,587 729.U67 816,960 1,855,1̂ 2
Source: Historical Statistics of the United States, 
1769-19î , p. 272.
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encouragement it could possibly have wished for.”80 Federal 
Reserve bank credit outstanding increased #k73 million during 
1930-1931* after decreasing from 1929 to 1930. The Federal 
Reserve rediscount rate was reduced, reaching l£ percent in 
1931*®  ̂ Also, Federal Reserve open market purchases added 
to the availability of money during this period.
These counter-cyclical monetary policies were largely 
ineffective, however, for member banks decreased their loans 
outstanding by $3»U billion during 1930-1931*It appears 
that the supply of money was adequate, but the demand for 
money was not. 3̂ At the time of the slight recovezy in 1931* 
monetary policy was playing a co-operative role even if most 
of its beneficial results were being neutralized by a contrac­
tion of commercial credit.
®0jOseph A. Schumpeter, Business Cycles, II (1st • 
Editionj New York: McGraw-IIill Book Co., inc.,1939), p* 916.
®̂ Albert G. Hart, Money, Debt and Economic Activity 
(New York: Prentice-Hall, Inc., 1914-8), p. 31̂ 4* ĥe New York 
Federal Reserve Banks’ rediscount rate fell from 6 percent to 
1§ percent during 1929-1931*
United States Department of Commerce, Bureau of the 
Census, Historical Statistics of the United States, 1789-19U5,
p. 266.
Wilson, Fluctuations in Income and Employment, p. 166.
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Why weren't a favorable monetary climate and a high 
rate of government net spending sufficient to prevent the 
secondary downward forces from taking place during 1931-1933? 
There were numerous interacting factors that were probably 
responsible for this secondary contraction in 1931* When it 
seemed that the United States was showing strong signs of 
recovery, economic conditions in the rest of the world were 
getting worse.These deteriorating world economic conditions 
resulted in a financial crisis that started when the chief bank 
of Vienna, Kredit-Anstalt, ran into difficulties, and when 
England abandoned the gold standard (September, 1931)* This 
monetary crisis in Europe was immediately felt in the United 
States. Our gold reserves fell rapidly (approximately $U00 
million) as foreign central banks demanded a transfer of their 
funds. At this time the Federal Reserve policy yielded to the 
dictates of the gold flow. Commercial paper rate6 in New 
fork City increased from 1.9 percent in September to 3*U per­
cent in October to U percent in November. ̂5 Member bank
®%art, Money , Debt and Economic Activity, p. 316.
^United States Department of Commerce, Bureau of the 
Census, Historical Statistics of the United States, 1789-19U5, 
p. 3U6.
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reserves decreased, and comnercial credit was tightened*
In 1932, monetary policy was eased again. The Federal 
Reserve bought over a billion dollars worth of government 
securities (Table V), and the rediscount rate was lowered.
Also, the passage of the Glass-Steagall Act (27th Februazy, 
1932) helped matters by making it possible to issue notes 
against formerly ineligible United States Securities, and per­
mitting member banks to borrow against formerly ineligible 
commercial paper. However, this action came too late. Maurice 
W. Lee summarizes the monetary situation by saying, "By 1932 
the collapse of the security markets had already undermined 
general confidence; bank failures had grown appreciably in 
number, and the solvency of the whole econony was seriously in 
question as both business and individuals strove to maintain
solvency."̂ 7
An investigation of government fiscal policy from 1931 
to 1933 reveals that government net spending was decreasing, 
and that types of taxes and types of spending involved tended 
to minimize the income-stimulating effects of government net
86The Federal Reserve Bank of New York cut its redis­
count rate from 3^ percent to 2^ percent between February and 
June. See Hart, o£. cit., p. 319*
®7lee, Economic Fluctuations, p. 221.
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spending* Government net spending reached its highest level 
for the period in 1932. The rate of increased government 
spending, however, fell during 1931-1932. There was constant 
reference by the Secretary of the Treasury to the necessity 
of reducing deficit spendingAs a result, the Federal
Revenue Act of 1932 was passed. This Act placed a federal
excise tax on many products.89 Similarly, state and local 
governments were taxing the consumption stream at an increasing 
rate.̂ ® The type of government expenditures that would probably 
have had the largest multiplying effect on income was decreasing. 
Total government spending on public works reached the highest 
level for this period in 1930 ($3.7 billion), and after that 
peak, it decreased rapidly ($1.9 billion in 1933)* Federal 
expenditures on public works, which increased slightly, were 
inadequate to offset rapidly falling state and local expendi­
tures on public works.
®®See Annual Reports of the Secretary of the Treasury 
on the State of finance, 1930-1933.
89see discussion on pp. 71-72 of this Study.
°̂See discussion on pp. 69-72 of this Study.
TABLE ff
Federal, State, and Local Net Spending As A Percent of Total Net Spending, 1930-1933
V 1 L t A R D •6 M E T H O D S E C O N D  M E T H O D
Year*- State & Local Federal
State & 
Local Federal State
1930 206.6 -106.8 lflH.6 -81*. 6 25.3
1931 36.5 63.5 1*6.1 53.1 12.6
1932 18.7 81.3 28.5 71.5 19.1*
1933 6*2 93.8 10.8 89.2 33.5




Table W indicates the relative role played by net spend­
ing at the different levels of government. Federal fiscal 
policy had the effect of adding to the depressionary forces 
until 1931. Until the fiscal year which started in July, 1930, 
whatever beneficial results were derived from government fiscal 
policy were due to net spending at the state and local levels. 
However, starting in July, 1930, the trend was reversed. 
Government net spending at the federal level became over one- 
half total net spending, and a larger and larger percentage of 
total net spending as the contraction in economic forces con­
tinued. ViUard’s method of computing net spending at the 
state and local levels shows state-local net spending decreas­
ing from 36.5 percent of total net spending in 1931, to 6.2 
percent in 1933* State and local governments, especially local 
governments which had withstood the first two years of the 
depression very well, had increasing difficulties as the depres­
sion deepened.̂ 1 The second method used in this Study to mea­
sure state and local net spending shows that total state and 
local net spending decreased as a percentage of total net spend­
ing from U6 percent to 11 percent, but state net spending 
increased as a percentage of total net spending. The counter-
•̂See discussion on pp. 69-92 of this Study.
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cyclical aspects of state fiscal policy seem to have been more 
important than usually realized. State spending was increasing 
relative to state revenues throughout this period.
Of the 1929-1933 period as a whole, Villard says, "At 
the very minimum it must be granted that the action of the 
government as a whole during the decline was income-maintaining, 
with a strong possibility that the decline in activity would 
have gone much further had it not been for the net expenditures 
of the government."92 However, there appears to have been no 
conscious pursuit of a counter-cyclical fiscal policy even at 
the federal level. Also, it appears that the falling rate of 
federal and state net spending and the falling level of local 
net spending during 1931-1933 was partly responsible for the 
severity of the 1929-1933 depression.
B. Net Effect of Federal-State-Local Fiscal Policy. 1933-1937.
During the 1933-1937 recovery, the net effect of govern­
ment fiscal policy was to contribute between #13*8 billion and 
&Ui»7 billion to the income stream (Table X). The average 
monthly rate of government net spending rose from between 
$175 million and $18U million in 1933 to between $287 million 
and $291* million in 1936. The average monthly rate of
92villard, Deficit Spending and the National Income, p. 278.
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TABLE X
The Average Monthly Changes and Yearly Percentage Changes 
in Government Net Spending, 1933-1937






































Source: Calcualted from Tables I and V in the General
Appendix.
“̂Fiscal Year
government net spending decreased during the fiscal years
1936-1937; however, it still remained above $200 million.
It seems, from the data, that government net spending 
probably played a role in the recovery of income, production, 
and prices in 193U, 1935* and 1936, and in the sudden drop 
in these economic variables between June, 1937* and June, 
1938* Referring to the 193U-1936 expansion, Villard states, 
"W e may surely conclude that during this period at least, 
whatever the exact proportion of the increase brought by net 
expenditure, such expenditure was of great importance in 
bringing about the expansion of activity which in fact took
11*2
place"93 Table Y shows how much private investment spending 
was below the 1925-1929 level of $11; billion, and hence, indi­
cates the gap between income and consumption that government 
net spending had to fill if strong upward pressures were to be
TABLE Y
Deficiency in Private Investment Compared to 




ciency below the 1925- 







1933 11.1 2.1 2.2
193U 10.1 2.2 2.8
1935 8.7 . 3.3 3.5
1936 6.8 3.5 3.U
1937 ... _________ . .....M_____ _ 2.J1__________
Sources: Hansen, Fiscal Policy, p. 87f Tables I and
V in the General Appendix*
exerted. as shown in this table, government net spending 
was below the level necessary to replace the deficiency in 
private investment. However, the high level of government 
net spending in 193U-1936 was certainly an important factor 
in stimulating private investment spending via the multiplier
93Ibid., p. 333.
9̂ Hansen, Fiscal Policy, p. 87
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and acceleration principles. The fact that there were other 
forces making for an expansion during this period should not 
invalidate this conclusion. The importance of government net 
spending during the recovexy is given additional support when 
it is observed that the sudden decrease in government net 
spending in 1937 was accompanied by a downward turn in economic 
variables. It should be kept in mind that a change in govern­
ment net spending not only has important effects per se on the 
income stream, but also, it alters expectations. Important 
investment decisions are made on the basis of expected or anti­
cipated economic conditions. A change in government net 
spending, therefore, would not only affect private spending 
by inducing similar changes, but also effect a possibly greater 
impact in accordance with the degree in which it either under­
mines or supports confidence in the future.
The importance of government net spending during the 
recovery and the sudden drop in 1937-1938 is made even clearer 
when the other forces that were influencing economic activity 
are analyzed. Table Z shows the excess reserves of member 
banks and the Federal Reserve holdings of United States govern­
ment securities during the period under discussion.
It is clear from the table that federal open-market 
operations played practically no role at all in influencing
TABLE Z





Reserve Bank Holdings, 





1933 859 21*37 2670 12858 11928
193U l,8ll* 21*30 21*57 12523 11*652
1935 2,81*1; 21*31 21*72 11928 16857
1936 1,981* 21*30 21*61 1251*2 19717
1937 . 1*212.............. ... 2561* 2562 U*285 181*51*
Source: Board of Governors of the Federal Reserve System, 
Banking and Monetary Statistics, 19l*3«
I
H*5
economic activity during the recovery.95 Federal Heserve hold­
ings of United States government securities remained between 
$2.1* billion and $2.6 billion throughout the period. The excess 
cash reserves of member banks increased $1985 million from 1933 
to 1935# but, from 1935 to 1937* excess cash reserves of member 
banks decreased $1632 million. The decrease in excess reserves 
of member banks in 1936 and 1937 was the result of the decision 
of the Board of Governors to increase reserve requirements.96 
Previous to August 15, 1936, the required ratios of cash 
reserves to demand deposits were 13$, 10$, and 7$ for central 
reserve, reserve city and countty banks, respectively. New 
legislation in 1936 gave the Federal Reserve System the power 
to increase these reserve requirements up to twice their former 
level. Thus, the Board of Governors used this means of decreasing 
excess cash reserves by increasing the legal reserve requirement 
on August 15, 1936, and on March 1, 1936, and again on May 1,
1937, until the reserve requirements reached their maximum 
limits - 26$, 20$ and li*$ for central reserve, reserve city, and
^Lee, Economic Fluctuations, pp. 232-233*
967 Uhited States Department of Commerce, Bureau of the 




The increase in the supply of money during the 1933- 
1937 recovery was essentially the result of an inflow of gold, 
an increase in government net spending, and the overall willing­
ness of the banking system and the business public to take funds 
out of hoarding places. These encouraging signs became progres­
sively dominant} to this extent, an increase in the supply of 
money was independent of Federal Reserve policy. The increase 
in gold stock from 1933 to 1937 was over $11* billion, and 
the increase in government net spending was approximately the 
same. Even though an expansion of Federal Reserve credit was 
not the basis for the expansion in the money supply during the 
recovery, the fact that there was an overall policy of monetary 
ease, as evidenced by excess reserves and a low rediscount 
rate, certainly created an economic climate that was conducive 
to the recovery of economic variables until 1937* This climate 
changed in 1937*
Both monetary and fiscal policies contributed to this 
change. The sudden drop in government net spending in 1937, 
the doubling of reserve requirements between August 15, 1936, 
and May 1, 1937* and the increase in rediscount rates were 
important factors altering economic conditions that had been 
conducive to expansion. Different writers have attached
U*7
different relative significance to these causes. Hansen empha­
sizes the reduction in government net spending as the cause for 
the recession in 1937*^ Also, Leonard P. Ayres stresses the 
importance of government net spending by referring to govern­
ment net spending in his statement, "It seems wholly probable 
that we have here the chief explanation of the exceptionally 
abrupt decline in business activity which took place in the 
autumn of 1937*"̂ ® Even Schumpeter who does not necessarily 
stress the causal significance of government net spending 
states, "Its (government net spending) high-water mark came 
exactly at the time when the economic process could most easily 
have done without it and its cessation exactly at the time when 
the economic process was in its most sensitive phase."^
As far as monetary policy is concerned, many writers 
discount monetary actions as contributing to the recession.
For example,.Schumpeter states that monetary policy "had little
^?Alvin H. Hansen, Full Hecoveiy and Stagnation(New 
York: W. W. Norton Co., 193&)» Chapter 17*
^Leonard P. Ayres, Turning Points in Business Cycles 
(New York: The MacMillan Co., 19397» p. 1J>2.
^Schumpeter, Business Cycles» p. 1032.
to do with the prosperity of 1935-1937* and nothing to do with 
the subsequent slump. He supports his belief on the basis 
that interest rates were very low during this period. Actually, 
interest rates did stiffen somewhat in 1937; however, the fact 
does remain that the price for loanable funds was very low.
As a matter of fact, the interest rates might have been too 
lew in the sense that such lowness may have encouraged hoarding. 
Certainly there must have been a strong reason to anticipate 
that a higher return on loanable funds could be earned in the 
near future. K. D. Roose and others stress the depressed bond 
market in 1937 as a cause of the recession.The effect of 
doubling the reserve requirements was to make the larger New 
York and Chicago banks have to sell government securities; for, 
not only did these banks have most of their excess reserves 
wiped out by the new reserve requirements, but also, additional 
pressure was exerted on the reserves of New York and Chicago 
banks as other banks reduced their balances held at these banks 
in order to meet the new legal reserve requirement. This seemed 
more satisfactory than reducing their own excess reserves.
10QIbid., p. 1029.
lOlRoose, The Economics of Recession and Revival, p. 10£.
11*9
"The Government bond market had to absorb over #2000 millions 
of bonds in six months with the large banks, the biggest buyers 
in the last four years, turned sellers."^
Needless to say, many writers have stressed the causal 
significance of price-cost relationships, speculation in inven­
tories, short-term nature of investment committements, shortage 
of investment funds, the lag in the recovery of private con­
struction expenditure (especially residential building), and 
secular stagnation as the causes of the slow recovery and the 
ensuing recession in 1937*^^ Without denying that there were 
many causes for the impeded recovery and the sudden backsliding 
in 1937, it does appear that the changes In government net 
spending correspond closely enough to similar changes in 
economic activity to be attributed an important causal role 
both in the recovery and in the recession. It is less cer­
tain what role was played by monetary policy. It may be 
concluded that monetary policy per se did not hamper the recovery, 




The relative significance of federal net spending, 
state net spending, and local net spending is revealed in Table 
AA. Federal net spending increased significantly through the 
end of the fiscal year June, 1936. Federal net spending was
89$ of total net spending in 1933* 85$ in 193U, 93$ in 1935*
98$ in 1936 and 106$ in 1937* Therefore, it is indicated that
TABLE AA
Net Government Spending at the Federal, State, 















a $ of Total 
Net Spending
1933 1966.7 7U0 -500 2205.7 89.2 33.5
193U 21:05.2 973 -581 2833.2 85 3k
1935 3217.3 766 -5U5 3U76.3 93 22
1936 3366.3 588 -508 3WiU.7 98 17
1937 2602.7 85 -585 JLWf-7.... 106 3
Source: Calculated from Table V in the General Appendix.
"̂ Fiscal year - begins July of each year.
D̂oes not include inter-governmental spending at the 
state-local level.
the federal government was contributing an increasing share of 
total net spending throughout this period. On the other hand, 
state net spending was a significant factor in the early phases
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of the recovery, reaching 3h% of total net spending in 193U, 
after 193U* state net spending decreased absolutely, and also, 
as a percentage of total net spending. Local governments did 
not make a positive contribution to the income stream through­
out the period. In every year except 1937> the positive con­
tribution made by state governments more than compensated for 
the negative contribution made by local governments; total 
state and local fiscal activities made a positive contribution 
to the flow of income during most of the recovexy period, small 
as it may have been.
This is contrary to the general conclusion that federal 
net spending was limited in its income-increasing effects by 
having to offset the income-decreasing effects of state and 
local fiscal policies. Since the contribution of local govern­
ments was negative throughout the period, the positive con­
tribution of state fiscal policy has not been fully recognized. 
The failure to give full credit to the positive role of state 
fiscal policy is the result of the fact that the spending and 
revenues of state and local governments are typically grouped 
together. According to the latest available statistical infor­
mation, state spending exceeded state revenues throughout the 
recovery, the difference being finances from revenues received
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from borrowing and from federal aid.l°k
C. Net Effect of Federal-State-Local Fiscal Policy, 1937-191*0
During the 1937-1938 recession, net government spending 
decreased $1673 million according to the data developed in 
this Study, and $1637 million according to Villard's data.
The causal significance of this decrease has already been dis­
cussed. Government net spending, which increased again in 
June, 1938, followed so closely the upward movement of economic 
variables that some writers have stated that this is a basis 
for believing that government net.spending was not a cause 
explaining the revival in 1938.^5 However, it appears that 
there is no reason to believe that a sudden increase in govern­
ment net spending in the last part of 1938 would not have 
appeared immediately in income and production data. This is 
especially true during this period since there were other 
factors encouraging private spending, factors such as: favorable 
Federal Reserve policies, (reduction in the legal reserve 
requirement, April 16, 1938, and lower interest rates), reduc- 
t tion in consumer debt, improved relations between businessmen
lÔ Ujiited States Department of Commerce, Bureau of Census, 
Historical Statistics on State and Local Government. 1902-19l;5i p» 19*
lÔ James W. Angell, Investment and Business Cycles (New 
Yoric: McGraw-Hill, 19U), p. 232.
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TABLE BB
Government Net Spending, 1937-19UO 
_________ (in millions)________





Source: Calculated from Tables I and V in the General 
Appendix.
•fiscal Xear
and government, and reduced inventories. As a result of these fa­
vorable factors, an increase in average monthly net spending from 
$92.2 million between July, 1937* and June, 1938, to $283.7 during 
the last six months of 1938 would be expected to have immediate ef­
fects on income and production. The facts are that industrial pro­
duction increased 17 percent, employment 9 percent, and income pay­
ments 11 percent during the last six months of 1938. Therefore, 
most writers agree that the revival in the latter part of 1938 was 
due to the resumption of a high rate of government net spending. . 
According to Roose, the only objection Hansen has to government • 
fiscal policy during 1937-1938 is that the new spending policy
l$k
should have started e a r l i e r . A  major criticism that can 
be levied against the program is the rather considerable delay 
in its inauguration. Also, Villard concludes that "There can 
be little or no doubt that the expansion of net spending in 
1938 and 1939 played an important role in checking the reces­
sion and bringing about expansion."-̂ 7
Federal net spending decreased 60 percent during the 
1937-1938 recession. This plus the negative net spending at 
the state and local levels of $138 million and $156 million, 
respectively, reduced the income flow during this same period. 
Therefore, changes at all three levels were responsible for the 
decrease in net spending during the 1937-1938 recession. How­
ever, the drastic upward turn in total net spending during the 
1938 revival was primarily due to the 235 percent increase in 
federal net spending during this period. State net spending 
did contribute to the 1938 revival, as state net spending was 
$208 million during the period between June, 1938, and June, 
1939* Even though local spending and revenue policy was 
still withdrawing more from the income stream than it was
•̂̂ Roose, The Economics of Recession and Revival, p. 82.
107Villard, Deficit Spending and the National Income,
p. 337.
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putting back into the income stream, this negative net spending 
decreased to $8 million during the first twelve months of the 
revival; in the following twelve months, local net spending 
made a positive contribution of $239 million.
TABLE CC
Total Net Spending, Federal Net Spending, State Net 











1937 21*i*i*.7 2602.7 83 -383
1938 772.1 101*2.1 -138 -156
1939 3815.0 3l*9l*.0 208 - 8
191*0 3818.0 3383.0 139 239
Source: Calculated frem Table V in the General
Appendix.
■̂Fiscal Year 
2Does not include inter-governmental spending at state- 
local level.
The general conclusions that may be drawn from this 
1937-191*0 period are as follows: First, government net spend­
ing cannot be suddenly decreased without stimulating reces­
sionary forces; this is especially true when the economy has 
not fully recovered from a previous depression. That the 
country had not fully recovered in 1937 was evidenced by the 
fact that 7.7 million people were unemployed, and the fact
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that production, income and prices had failed to return to 1929 
levels. Second, the increase in government net spending came 
too late to prevent the recessionary forces from having their 
adverse effects in the 1937-1938 period. There was an eight to 
ten month lag between the downward turn in economic activity 
and the resumption of a high level of government net spending 
in June, 1938. A well planned counter-cyclical program has to 
be flexible to be able to change quickly to meet changing eco­
nomic conditions. The decision to reduce net spending in 1937 
was not as fundamental a mistake as the failure to increase 
net spending once economic forces predominately turned down­
ward. Finally, a successful counter-cyclical fiscal program 
will necessitate greater flexibility in the timing of net 
spending, and a more rationally planned and co-ordinated federal- 
state-local fiscal policy. A co-ordinated federal-state-local 
fiscal program implies a much greater role in stabilizing 
economic activity than was played by state-local fiscal policy 
in the period just reviewed.
Chapter 17
COUNTER-CYCLICAL ASPECTS OF LOUISIANA FISCAL 
POLICY, 1929-19i|0
The purpose of this chapter is to analyze the taxing, 
spending and borrowing policies of the State of Louisiana, and 
to evaluate these policies as to their counter-cyclical aspects* 
Complete fiscal data by individual states covering the depres­
sion of the thirties are available only for 1929-1931, and
1937-19U0.1 These data include fiscal activities at the state 
level only. Therefore, most of the analysis is restricted 
to the fiscal activities at the state level. S0me fiscal data 
by individual states are available for both state and local 
levels in 1932 and 19̂ 2. Use will be made of these state and 
local data so that conclusions may be based on as complete 
a picture as possible of the fiscal activities within each 
state. VJhen complete state fiscal data are not available, 
an attempt is made to fill this gap in the case of Louisiana 
by use of data that are available from records of bond financ­
ing and tax legislation.
Ûnited States Department of Commerce, Bureau of the 
Census, Historical Statistics of State and Local Finances, 1902- 
1953, pp. 1-3.
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Louisiana State Revenues and Borrowing, 1929-191*0
Important changes took place in the magnitude of total 
state revenues and borrowing in Louisiana during the relatively 
low levels of economic activity of the thirties. Of primary 
importance was the $1*8.7 million increase in total revenues and 
borrowing during the fiscal years 1930-1931* and the relatively 
small change- in total revenues and borrov.ing between 1931 and 
the 1937-191*0 period. (Table XXI). State tax revenues stayed 
approximately the same during the early part of the depres­
sion (1929-1931)* As a percentage of total revenues and bor­
rowing, Louisiana state taxes were only 29 percent in 1931*
This state turned to borrowing as the main revenue source in 
that year. From a counter-cyclical viewpoint, financing 
state spending from borrowed funds rather than from tax 
sources is appropriate fiscal policy, for, borrowing is less 
likely to reduce spending.
During the rest of the contraction (1931-1933) and 
during the 1933-1937 recovery, it appears that this policy of 
increasing borrowing rather than taxes was reversed. In 
1937* the next year for which data are available, Louisiana 
State taxes were $6 percent and state borrowing was 22 per­
cent of total revenues and borrowing as compared to almost 
the reverse of this in 1931 (Table XXI). Since data are not
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available for the 1932-1936 interval, it is uncertain what 
happened during this period. However, the main reason for the 
higher level of total state revenues and borrowing was to 
finance highway spending] since highway spending by the State 
of Louisiana decreased after reaching a very high level in 1931, 
it is reasonable to believe that this state's total revenues 
and borrowing fell during the worst part of the depression 
(1931-1933) and rose during the 1933-1937 recovery. A reduc­
tion in borrowing probably caused a decrease in total revenues 
and borrowing during the period 1931-1933* and higher tax 
revenues probably produced a rise in total revenues and bor­
rowing during the years 1933-1937.
Federal aid to the State of Louisiana increased during 
the I929-I9J4O period. When the crash came in 1929, federal 
aid was 1.7 percent of Louisiana's total state revenues and 
borrowing (Table XXI). After 1929, federal aid to this state 
increased absolutely and as a percentage of total revenues 
and borrowing. During the fiscal years, 1930-1931, federal 
aid increased from $1.7 million to $1;.6 million. By the fis­
cal year 1937* federal aid to the State of Louisiana had 
increased to $8.2 million and was 8.3 percent of total revenues 
and borrowing. This trend in federal aid was reversed during 
the 1937-1938 recession, but was continued after 1938.
l6o
Louisiana's other state revenue sources are classified 
as aid from local governments, insurance trust revenues, and 
charges and miscellaneous. The State of Louisiana receives 
a negligible amount of revenues from its local governments. 
Insurance trust revenues became somewhat important in 1937 
as the result of the inauguration of the state unemployment 
compensation program. The three revenue sources of Iouisiana 
that have special importance for this Study a re taxes, borrowing 
and federal aid.
A. Louisiana State Taxes, 1929-1931
State tax revenues increased million in 1929 as 
compared to 1928. In 1930, total tax revenues increased 
another $1.1 million; however, in 1931* total tax revenues 
decreased $585 thousand. Total tax revenues showed a slight 
increase of $592 thousand between 1929 and 1931* This increase 
during the 1929-1931 downward turn in economic activity was 
the result of higher motor fuel tax collections; revenues from 
all other sources decreased. Revenues from licenses decreased 
$Ull thousand, from property taxes $783 thousand, and from 
death and gift taxes $170 thousand. On the other hand, 
revenues derived from the motor fuel source increased $1.9 
million over this same period. The motor fuel tax became one
161
TABLE A
Louisiana State Tax Revenues by Type of 
Tax, 1928-1931
(in millions)
1926 1929 1930 1931
TOTAL TAX REVENUES 22.0 26.U 27.5 27.0
Motor Fuel Tax 3.3 6 .U 7.3 8.a
Motor Vehicle License Tax U.3 U.5 a. 7 a.5Business License U.2 a.5 a.8 a.i
Property Tax 9. h 10.1 9.8 9.3
Other .8 .9 .9 •7
Source: Table XXH in the General Appendix.
of Louisiana*s important sources of revenue in 1929 as the 
result of legislation passed in 1928 increasing the gasoline 
tax to per gallon.2 In 1930, the gasoline tax was increased 
to 4 per gallon, thus explaining the higher revenues from 
this tax source in 1930 and 1931, even though economic acti­
vity had drastically decreased.3
Nevertheless, this increase in Louisiana tax revenues 
during this period was significantly smaller than the increase 
in tax revenues of the average state, both in absolute terms
^Tax Systems of the World, Sixth Edition, the Tax 




and as a percentage of total state tax revenues. The average 
increase in state tax revenues during this period was $1.9 
million; whereas, Louisiana tax revenues increased only $592 
thousand. The average percentage increase in tax revenues 
at the state level was U•7 percent as compared with an increase 
of 2.2 percent in Louisiana. The increases are found to be 
much larger when measured in 1929 prices. During 1929-1931, 
Louisiana tax revenues measured in 1929 prices increased 
$8.3 million, an increase of 31 percent; whereas, average 
state tax revenues increased $15 million, an increase of 37 
percent. This suggests that Louisiana's tax policy during 
the early depression years of the thirties had a smaller res­
trictive effect on spending than the policies of most states.
When tax revenues are expressed as a percentage of 
income, the influence of Louisiana's taxes appears to be 
greater than that of most states, but less than that of most 
Southern States (Table XXIII). Louisiana tax revenues were 
3.1 percent of the income earned in the state in 1929* increas­
ing to 3*8 percent and U.2 percent in 1930 and 1931* respec­
tively; whereas* total state tax revenues were 1.9 percent of 
individual income earned in all states in 1929* increasing 
to 2.1; percent and 2.9 percent* respectively in 1930 and 
1931* When Louisiana tax revenues are compared on this basis
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to other Southern States, it is found that taxes in Louisiana 
withdrew less funds from the income stream in 1931 than did 
taxes in Arkansas (5*1 percent), Georgia (U«3 percent), Ken­
tucky (U»3 percent), Mississippi (U*6 percent), North Carolina 
(I4.3 percent), South Carolina (£.7 percent), Tennessee (1*.3 
percent), and Virginia (U»U percent). Thus, even though the 
influence of Louisiana taxes on the flow of spending was 
greater than in most states, it was still smaller than many 
states with similar income and wealth.
When the crisis came in 1929, Louisiana's main tax 
sources were the property tax, license tax, motor fuel tax, 
and death and gift taxes. The only important change in the 
tax rate structure during the early depression years was an 
increase in the motor fuel tax. As stated previously, tax 
data are unavailable from 1932-1936$ however, a study of 
Louisiana's tax laws during this period brings out notable 
changes that took place in state tax structures.
B, Louisiana Tax Policy, 1931-1937
The basis and rate of the state property tax were 
unchanged during the interval under examination; thus, the 
decreasing importance of this historically important tax 
source is explained. By law, this tax was levied on 100 
percent of the value of real and personal property, and the
16U
rate -was 5*75 mills The property tax contributed over one- 
third of Louisiana's tax revenues during the early thirties$ 
in 1937t this tax source contributed only 18 percent (Table B). 
The property tax has continued to decrease in importance as 
a state revenue source until it has become one of relatively 
minor importance.
One important development concerning the property tax 
was the creation of the State Property Tax Relief Fund. This 
fund was established as the result of the passage of the 
Louisiana Homestead Exemption Law of 193U.̂  Homesteaders 
were exempt $2000 of the assessed value of their property, up 
to 160 acres of farm land. The State Property Tax Relief Fund 
was established to re-imburse the revenue loss resulting from 
homestead exemptions. The Property Tax Relief Fund received 
money from the State income tax, alcoholic beverage tax, and 
the public utilities tax. Mien funds are considered adequate, 
the State pays out of the Fund the property tax revenue that
^Tax Systems of the World, Seventh Edition, The Tax 
Research Foundation (̂ ĉagô C'cmxierce Clearing House, Inc., 
1938), p. 35.
^Joseph M. Bonin, Homestead Tax Exemption in Louisiana, 
unpublished Master's Thesis, Louisiana State University, June, 
1952, p. 22.
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•was lost to the parishes, the City of New Orleans, and the State. 
State property tax receipts appear larger than they actually 
are since the State re-imburses itself for the revenue lost from 
the homestead exemption; the portion of state property taxes 
paid by the State Property Tax Relief Fund is excluded from the 
data after 1937* Otherwise, Louisiana state revenues would ap­
pear larger than they actually are as a result of the State's 
transferring funds from one revenue source to another revenue 
source through the Property Tax Relief Fund. Homestead exemp­
tions decreased the property tax base and encouraged minimum and 
maximum assessments to equal the value of the property tax exemp- . 
tion.6 The net result is an increased dependence of parishes on 
state funds, as well as a loss of revenue from this traditional 
tax source.
Louisiana adopted new tax sources and increased the 
base and rate of many tax sources during the thirties. The 
personal and corporate income taxes, estate tax, tobacco tax, 
liquor tax, severance tax, and general sales taxes were adopted, 
and rates were increased on most of these new tax sources
%. D. Ross, "The Federal-State-Local Tax Structure in 








Amount % of Total Amount, % of Total
TOTAL TAX REVENUES 27.0 100.0 55.1; 100.0
General Sales --- ----- 3.5 6.1;
Motor Fuel 8.U 31.2 11.2 20.1
Alcoholic Beverages — — — — — — — 2.3 U.l
Tobacco Products ---- — — — — 3.9 7.1
Motor License U.5 16.8 U.7 8.5
Business License 1*.1 15.1 U.5 8.2
Income Tax ---------- h .9 8.8
Property Tax 9.3 31*. 5 10.0 18.1
Severance Tax -------- ---------- 7.6 13.7
Death and Gift Taxes .5 1.9 .5 1.0
Source: Table XXII in the General Appendix
during this span of time. The income tax became a revenue 
source in Louisiana in 193U»? The original income tax, Act, 21, 
was amended in 193U by Act 2 of the First Extra Legislative 
Session, and by Act 7 of the Second Extra Session. Likewise, 
in 1935 and 1936, the original Act of 193k was amended.®
However, there were no changes in the base and rate of this 
tax. The tax applied to the annual income of individuals,
L̂oc. cit.
®Tax Systems of the World, Seventh Edition, p. 38*
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corporations, and other businesses, and was levied against 
net taxable income. On individuals, the rate was slightly 
progressive, increasing from 2 percent to U percent and 6 
percent, when net taxable income exceeded $10 and $50 thou­
sand respectively. Corporate income was not taxed unless it 
exceeded $3 thousand, and then only at U percent. The income 
tax is the best example of taxing in accordance to the ability 
to pay, and on this account, it is a most equitable tax. 
Furthermore, the tax cannot be shifted easily to another tax 
payerj it also tends to have the minimum influence on the 
flow of consumer spending. In 1937 Louisiana income tax reve­
nues were $U*9 million, which represented 8.8 percent of total 
tax revenues (Table B). In the recent post-war period, this 
tax source still represented about 8 percent of total tax 
revenues.
Tobacco and alcoholic products became tax revenue 
sources in Louisiana in 1932 and 193U> respectively.? The 
basis and rate of the tobacco tax did not change during the 
period under review, but the tax rate on alcoholic products
^Tax Systems of the World, Sixth Edition, pp. 38-39*
was increased at the time of the Fourth Legislative Session 
of 1935* For example, the tax on wine was increased from 
50£ per gallon to 60j4 per gallon. The tax on cigarettes per 
package was set at one-fifth of a cent, and the tax on tobacco 
was one cent upon each five cents or fraction of retail selling 
price. The tobacco tax was already accounting for $3*9 million 
in 1937> and the tax on alcoholic beverages was responsible 
for &2.2 million in the same year (Table B). Along with the 
motor fuel tax, these taxes became Louisiana's most important 
tax revenue sources; the same change occurred in most other 
states.
Sales taxes on specific commodities should be dis­
tinguished from the general sales tax, which is a tax on a 
wide range of products.1° Taxes on specific commodities, 
such as those on gasoline, tobacco, and liquor are sometimes 
called excise taxes or selected sales taxes. On the other 
hand, the sales tax covering a wide range of goods and ser­
vices is known as the general sales tax. The general sales 
tax was adopted by most states in the thirties, and has 
become a very vital tax revenue source. Louisiana adopted
®̂Due, Government Finance, p. 281.
16?
this tax as a revenue source in 1936 The basis of this tax 
was the sale of personal property at the retail level (personal 
services were excepted), and the rate was 2 percent of gross 
receipts. In 1937» the first year in which sales taxes were 
collected, this source accounted for $3*5 million. Since 
1937y this tax has become one of Louisiana's most important 
tax revenue sources. What are the economic effects of the 
general sales and selected sales taxes? What were their 
effects in the thirties?
There is a vast amount of literature on the shifting 
and incidence, and the economic effects of these taxes. Most 
of it is highly theoretical and controversial. Nevertheless, 
a brief comment concerning this issue seems to be appropriate. 
It is generally accepted that the incidence of these taxes 
will be on the consumer in the form of a higher consumer 
price. The extent to which this is true depends on a multi­
tude of conditions, such as the type of market, elasticities 
of demand and supply of resources, economic conditions. Some 
backward shifting in the form of lower prices paid to factors
•̂The Tax Systems of the World, Seventh Edition, p. 38.
of production could take place if the demand for resources 
decreased as a result of a decreased demand for the taxed 
commodity. In either case, consumers will have a reduction 
in their spendable income, and this is the important thing.
The arguments in their defense are most frequently 
presented as follows: they decrease the reliance upon progres­
sive income taxes which impare incentives; they increase the 
"tax responsibility" of people who escape income taxes; they 
are easier to administer than income taxes; they are politi­
cally more desirable since voters may be unaware of then; 
they decrease the consumption of certain undesirable commo­
dities such as tobacco and liquor, iiost of these arguments 
seem questionable. The only valid question, from a counter­
cyclical viewpoint, is whether it is economically desirable 
to discourage consumption. The answer to this question depends 
on certain economic conditions and the phase of the business 
cycle. Louisiana and other states adopted these tax sources 
when the flow of spending was beginning to recover from the 
veiy low levels of 1933 • In 1936, the last year before the 
recession in 1937* states collected $1.2 billion from these 
spending-reducing taxes (Table XIII). Would the recovery have 
come to an end in 1937 if this additional billion dollars had 
been available for spending? This is a moot question, of
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course; it oversimplifies the problem of alternative tax 
sources and fails to consider the expenditures that were 
financed from these taxes. Nevertheless, a rational fiscal 
policy, coordinated at the federal, state, and local levels, 
would have called for less reliance on these taxes during 
this period of time.
During the thirties, Louisiana adopted other new tax 
sources, including an occupational license tax, an excise tax 
on the manufacture and sale of electric power, a franchise 
tax on corporations, a tax on dairy products, a public uti­
lities tax, a license tax on the sale and delivery of cotton 
futures, an advertising tax, an estate tax, a natural gas 
pipe line franchise tax, and the severance tax, the severance 
tax being the most important of these revenue s o u r c e s .12 
The severance tax is levied on the extraction of natural resour­
ces, such as mineral ores, coal, oil, timber, and such. It 
is similar to any tax on the costs of production, and thus 
it is very likely to be shifted to the consumer in the form 
of a higher price. To the extent that this is true, the 
economic effects of this tax are very similar to the effects
■^Loc. cit.
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of a sales tax. However, since these taxes are levied on 
resources used in the production of goods for regional or 
national markets, the burden of these taxes is spread far 
beyond the tax payers in the state that levi.es the tax. The 
impact of this tax on consumer spending will not be as severe 
in the state that levies the tax as a sales tax w o u l d . 3̂ The 
severance tax was reenacted in Louisiana by Act 72 of 1932, 
and amended in 193$ and 1938. Since then, this tax has been 
given a broader base, and rates have been increased several 
times. In 1937* severance tax collections in Louisiana amounted 
to 7̂*6 million; this was 13.7 percent of total state tax 
revenues for that year (Table B).
A comparison of Louisiana tax revenues with the tax 
revenues of other states on a per capita basis and as a ratio 
of state income indicates that the impact of Louisiana taxes 
increased significantly more than that of other states during 
the 1931-1937 period. Louisiana tax revenues on a per capita 
basis increased from 1̂2.69 in 1931 to iS2i|.5i* in 1937j whereas, 
per capita state taxes as a whole increased from $ll|.3h to
!3w. D. lioss, Financing Highway Improvements in Louisi­
ana (Baton Rouge, Louisiana: Division of Research, Allege of 
Commerce, Louisiana State University, 1955)t P* 115* (Here­




Per Capita State Tax Revenues and Tax Burden-*- in the United States 
and 13 Southern States in 1931 and 1937
1931___________  1937
Per Capita Tax Burden Per Capita Tax Burden
ALL STATES ■ 1 - H o t " "  ' 2.9 ' 21.R1 3.8
Alabama 7.72 li.O 13.80 5-U
Arkansas 10.06 5*6 1U.03 5.6
Florida Hi.15 3.9 25.26 5.6
Georgia 9.7U U.3 11.28 3.7
Kentucky 10.99 U.3 15-77 U.9
Louisiana 12.69 U.2 2U.5U 7.0
Mississippi 6.72 U.6 10.75 5.1
North Carolina 9.22 U.3 20.28 6.5
Oklahoma 9.80 . 3.6 23-8U 6.6
South Carolina 10.20 5.7 1U.20 5.3
Tennessee 10.13 U.3 11.97 3.8
Texas 12.68 U.l 17.75 U.3
Virginia 13.78 u.u 15.80 U.l
Source: Table XXIII in the General Appendix.
'Ratio of tax revenues to individual income payments in the state.
n h
$21.Ul. The increase in Louisiana taxes is even greater in 
comparison to other states when tax revenues are expressed 
as a percentage of income. In Louisiana, tax revenues as a 
percentage of income earned in the state, increased from U.2 
percent in 1931 to 7*0 percent in 1937* For all states, the 
increase was from 2.9 percent to 3*6 percent.
Florida was the only Southern State that had higher 
per capita state taxes than Louisiana in 1937> and no Southern 
State had a higher ratio of taxes to income. Conclusions 
should not be drawn too hastily because a recent study shows 
that Louisiana has a highly centralized tax structure, and when 
federal, state and local taxes collected in the state are 
taken into consideration, the burden of taxes in Louisiana is 
in line with that of most other states.An analysis of fede­
ral, state and local tax collections in the two years for which 
data are available (1932 and 19U2) is presented below.
C. Louisiana State Tax Revenues, 1937-19UO.
Total state tax revenues continued to increase throughout 
the 1937-19̂ 0 interval. At the time of the 1937-1938 recession,
^ Ibid. i p. llii.
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Louisiana's total state tax revenues increased 66.2 million 
(Table XXII). With the exception of the property tax, all of 
Louisiana tax revenue sources showed some increase between 
1937 and 1938. However, the motor fuel tax and the general 
sales tax accounted for the higher tax revenues] collections 
from these taxes increased 6U*7 million and $2.9 million, 
respectively. The gasoline tax had been increased from $$ 
to 7£ a gallon in 1936^ and the 2 percent sales tax had been 
adopted in 1936] these new taxes had their first full impact 
on the Louisiana tax structure during the fiscal years 1937 
* and 1938. Demand for the products taxed by these levies is 
inclined to be very inelastic] thus, when recessionary pres­
sures developed in June, 1937> the reduction in the consump­
tion of these products did not reduce tax revenues as much as 
the higher tax rates increased revenues from tnese tax sources.
Because the fiscal year starts in July of each calendar 
year, the recessionary forces during the calender year 1937 
do not show up in tax data until the fiscal years 1938 and 
1939« States as a whole showed decreasing tax revenues in 
the fiscal year 1939 as compared to 1938, when measured on a
^Tax Systems of the World, Seventh Edition, p. 37•
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per capita basis. Nevertheless, many Southern States, Louisi­
ana, Florida, Georgia, Mississippi, and Virginia, demonstrated 
per capita tax revenue increases during this period (Table 
XXHI). lVhen measured in constant 1929 dollars, total tax 
revenues at the state level increased in every year during 
the 1937-19bO recession and recovery period. Louisiana tax 
revenues, •when measured in constant 1929 dollars, also increased 
in every year; the total increase for the period was 39*5 
percent in Iouisiana.
Louisiana tax revenues, vhen considered as a percen­
tage of income, increased in every year during the period of 
time under examination, thus indicating an increasing tax 
burden even at the time of strong recessionary forces (Table 
mil). All states as a whole show an increased tax burden 
for the entire period 1937-19liO, but the ratio decreased from 
k»h percent of income to 1* percent of income between the fis­
cal years 1938-1939*
Louisiana Federal, State, and Local Tax 
Revenues, 1932 and 191*2
The full impact of government taxation on the citizens 
of a state can be seen only by examining tax revenues and their 
interrelationships at the three levels of government - federal, 
state and local. Federal tax collections and state and local
tax collections all play similar roles in withdrawing people's 
income into government channels. In the case of Louisiana, a 
recent study shows that incorrect conclusions may be drawn 
when taxes at only one level of government are analyzed.^
The study reports that Louisiana has a highly centralized 
state-local tax structure, with a larger ratio of taxes col­
lected at the state level than in most other states.17 Yfaen 
state tax revenue comparisons are made, Louisiana state tax 
revenues appear unreasonably highj however, state tax compari­
sons do not reveal that Louisiana's high state tax collections 
are compensated for, to some extent, by the relatively low 
federal and local tax collections in the State.
The Ross study uses 1952 data but the same conclusions 
appear to be valid for 1932 and 19^2. In 1932, per capita 
tax collections by all three levels of government in Louisiana 
were $37*21 as compared to $61*.53 for the nation (Table D). 
Also, the ratio of taxes to income in Louisiana (lii.7$) was 
less than the national ratio (16.8$). Of course, federal tax 
collections which depend primarily on income, would be expected
16r q s s , "The Federal-State-Local Tax Structure in Loui­




Federal, State, and Local Tax Revenues in Louisiana 
and All States in 1932 and 19l*2
1932 191*2
Par $ of Per % of
Capita Income Caoita Income
Louisiana
Total Tax Revenues 37.21 H*.7 88.69 15.9
Federal 2.87 1.3 1*1.37 7.1*State 12.69 i*.2 31.61 5.7
Local 21.65 9.2 15.71 2.8
All States
Total Tax Revenues 61*. 53 16.8 161.65 18.5
Federal 15.15 3.9 99.23 11.3
State 15.15 3.9 29.15 3.3
Local 31*. 23 9.0 33.27 3.9
Source: United States Department of Commerce, Bureau
of the Census, Historical Review of State and 
Local Financej Survey of Current Business, 
August, 1953; Statistical Abstract of the 
United States.
to be low in Louisiana, since Louisiana is a relatively poor 
state. However, when Louisiana state and local tax collec­
tions in 1932 are compared on a per capita basis, Louisiana 
state and local tax collections are found to have been *>3l*«3l* 
as compared to £'1*9.38 for the nation as a whole (Table D).
On a taxes to income basis, the Louisiana state-local tax 
load was slightly greater (13«1*$) than the national state- 
local tax load (12,9$).
Louisiana’s highly centralized state-local tax structure
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was taking shape in the thirties. Between 1932 and 19l*2, 
state taxes per capita increased *18.92; whereas, local taxes 
per capita decreased *5*9l* (Table D). For the nation, total 
taxes per capita increased wll*.00, and total local taxes per 
capita decreased less than one dollar between 1932 and 191*2.
When Louisiana state tax collections are expressed 
as a percentage of total Louisiana state-local tax collections 
and Louisiana is compared with all states and selected Southern 
States on this basis, it is revealed that between 1932 and 
191*2 Louisiana was not the only state in which state tax col­
lections became a much greater share of total state-local tax 
collections (Table E). For example, total state tax collec­
tions in the nation were 52 percent of total state-local tax 
collections in 19l*2 as compared to 30 percent in 1932_» In 
191*2 state tax collections were more than 50 percent of total 
state-local tax collections in every Southern State except 
Arkansas.
Nevertheless, the change appears to have been greater 
in Louisiana. During 1932-191*2, Louisiana state collections 
rose from 1*0 percent to 67 percent of total state-local tax 
collections. In 1932, seven out of the twelve Southern States 
had state tax collections which were a greater share of state- 
local tax collections than Louisiana. In 19l*2, only four
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states (Alabama, Arkansas, North Carolina, and West Virginia) 
had a higher ratio of state tax collections than Louisiana.
TABLE E
State Tax Collections as a Percentage of Total 
State-Local Tax Collections, 1932 and 19hZ
1932 191*2







North Carolina 1*5 71
Oklahoma 36 66
South Carolina 1*1 65
Tennessee 38 56
Texas h i 55
Virginia 1*6 62
West Virginia 27 69
Source: United States Department of Commerce, Bureau
of the Census, Historical Review of State and 
Local Finance.
Louisiana and other states adopted new tax sources and 
increased the base and rate of many tax sources between 1932 
and 19l*2. The general sales tax and selected sales taxes 
(gasoline, tobacco, alcohol, severance, and such) began to 
emerge as Louisiana's most important tax sources, replacing 
property and license taxes as the most important tax sources. 
These taxes fell heavily upon consumption spending and were
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repressive influences during this period.
The higher ratio of state tax collections to total 
state-local tax collections developed during this period. The 
impact of depressionary forces was especially severe on local 
tax structures, which depend primarily on the property tax for 
their revenues. State governments, willingly or unwillingly, 
assumed more local functions and looked for and found new tax 
sources to finance these new functions.
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Governmental Spending in Louisiana,
State and local government spending in Louisiana during 
the period 1929-191*0 is reviewed below.
A. State Spending, 1929-1931
Spending by the State of Louisiana showed increases 
of $6.6 million, $11.1* million, and $36.8 million in 1929,
1930, and 1931, respectively (Table XIX). In 1931, spending 
by this State was $83.7 million, an absolute increase of 
$51*. 8 million, and a percentage increase of 189 percent between 
1928 and 1931.
The outstanding characteristic of the increase in 
spending during this period was the vast increase in state 
spending for highways; there were relatively small increases 
in state spending for other purposes (Table XIX). In 1931, 
this State spent $55*7 million in support of its highway 
program; this was 66.5 percent of Louisiana's total state 
spending in that year. The State's spending for other purposes, 
such as education, public safety, public welfare, health and 
hospitals, interest on the debt, etc. did not show an appre­
ciable increase during the early part of the contraction, 
with the exception of interest payments on the state debt. 
Interest payments were less than one million dollars in 1928,
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but rose to $2.6 million in 1931* This increase in interest 
payments was a by-product of highway spending which was financed 
in large part by borrowing.
Highway spending has much to recommend it as an anti- 
depressionary policy, for this is the type of expenditure that 
would be expected to have maximum income stimulating effects 
via the multiplier and acceleration principles. This type of 
capital outlay creates jobs and increases the demand for con­
struction products. When other states were contracting their 
capital outlays, this State was expanding capital outlays, 
mainly for the purpose of highways. Whether by accident or 
design, this State's spending policy was an appropriate counter­
cyclical policy.
No other Southern State had a percentage increase in 
state spending that was close to Louisiana's. Georgia was 
second with a percentage increase in state spending of h i *7 
percent. All states as a whole showed a percentage increase 
in state spending of 21.7 percent. Only three Southern States, 
Alabama, Mississippi, and North Carolina, decreased their 
spending during this early period of the depression. Thus, 
most states did not reduce their level of spending when the 
depressionary forces became vexy strong in 1930 and 1931* but 
the State of Louisiana, in this respect, stands out. It alone 
more than doubled its level of spending.
TABLE F
Total State Spending in the United States and 





as a % of 1929 
Income Payments
1931 Spending 
as a % of 1931 
Income Payments
All States 2,061,017 2,508,71:3 / 21.7 2.5 1+.0
Alabama 1:3,675 35,519 - 18.7 5.1; 6.9
Arkansas U3,590 5U,688 / 25.U 7.8 16.5Florida 25,833 27,81+9 / 7.8 3.7 5.1
Georgia 27,732 1:0,953 / 1:7.7 2.9 6.1
Kentucky 37,739 ILL, 920 / 10.9 3.9 6.2
Louisiana 35,1; 78 83,687 A35.8 U.l 10.6
Mississippi 23,7U5 22,680 - 1+.5 U-U 7.8
North Carolina 1:7,723 Id;, 1+69 - 6.8 U.9 6.1;
Oklahoma 33,211 1:3,261 / 30.3 3.1 6.6
South Carolina 27,176 38,297 / 1:0.9 6.2 12.2
Tennessee 1:6,510 55,291; / 18.9 5.1 8.5
Texas 106,623 92,875 / lU.9 3.5 U.2
Virginia 37,986 1:3,660 / 28.1 ____ J A . - U.9
Source: United States Department of Commerce, Bureau of the Census,
Financial Statistics of States, 1929, 1931; Survey of 
Current Business, August, 1952
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In all states as a whole and in each of the Southern 
States total spending was a greater percentage of state income 
payments in 1931 than in 1929 (Table F). Only in Arkansas and 
South Carolina did state spending contribute a greater share 
to the flow of income payments than in Louisiana. Total state 
spending in all states increased from 2.5 percent of state 
incane payments in 1929 to i|.0 percent in 1931; the increase 
in Louisiana was from U*1 percent to 10.1 percent.
State aid to local governments includes direct grants 
to local government and state tax receipts earmarked for 
local governments. For the 1929-1931 period, data available 
show only direct state grants to local governments; for some 
states these data are not complete. Table G shows the trend 
in state aid to local governments indicated by these data.
During the 1929-1931 period, Louisiana state aid to 
local governments increased, as did that of most other states. 
State aid spending in all states as a whole increased 1U.3 
percent, from #367 million in 1929 to #U19 million in 1931* 
State aid spending in Louisiana increased 1 2 .k percent during 
this period. Two Southern States, North Carolina and Florida, 
showed significant percentage increases in state aid spending, 
81*5 percent and 6 3 . percent, respectively. Only three 
Southern States, Arkansas, Kentucky, and South Carolina,
TABLE G
Total State Aid to Local Governments in the United States 
and 13 Southern States, 1929-191*0
(in thousands)
State 1929 1930 1931 1937 3938 1939 191*0
All States 366,973 398,262 kl9 ,315 1,366,509 1,516,000 1,586,986 l,65l*,000
Alabama 6,91*3 7,130 7,131 19,31*1 21,095 22,129 21*, 812Arkansas 3,515 U,363 3,1*13 5,816 6,775 7,019 7,767
Florida 2,71*5 5,272 1*, 1*85 20,71*1* 21,898 22,167 21*, 376
Georgia 5,1*67 6,918 7,1*61 11,280 16,777 H*, 136 18,336
Kentucky 7,629 6,190 7,366 30, om 10,593 10,810 30,827Louisiana 5,233 5,1*52 5,880 12,099 27,770 22,057 21*,587Mississippi 5,1*58 5,678 5,711 9,601 9,31*7 13,131 15,978
North Carolina 3,582 9,739 6,503 22,81*7 29,11*0 31,139 33,369Oklahoma 3,771 3,557 1*, 295 22,777 26,066 25,122South Carolina 1*,120 3,857 3,808 12,773 11*,51*2 15,798 15,502Tennessee 1*,532 5,099 5,291* 18,121 20,11*0 17,1*1*9 10,836Texas 25,166 29,778 3 0 ,5 k l h3,589 52,297 1*7,231 611A93Virginia 6,631* 6,1*1*9 7,339 8,030 11,891* 13.936 15*226
Source: United States Department of Commerce, Bureau of the Census, 
Financial Statistics of States, 1929, 1930, 1931. 1937, 




showed decreases in state aid spending during 1929-1931*
The increase in state aid to local governments during the 
early depression was a contributing factor in enabling local 
governments to maintain the level of spending which they did 
maintain.
B. Louisiana State Spending in 1931 and 1937» and Louisiana 
State and tocal HighwaySpending, 1931-1937
Total state spending in Louisiana in 1937 was $6.5 
million below total spending in 1931 (Table XIX). Spending 
for every purpose, except highways, increased very signifi­
cantly during this period. Spending for education was $13.5 
million greater in 1937 than in 1931* Spending for public 
vrelfare was §U.9 million in 1937 as compared to $701 thousand 
in 1931* Also, spending for public safety, health and hos­
pitals, natural resources, etc., showed increases over the 
period. However, highway spending in the State was $12.5 
million in 1937> a decrease of $U3«2 million between 1931 
and 1937j this accounts for the lower level of total state 
spending in 1937*
Louisiana Department of Highways data are available 
which show state and local highway spending during the entire 
period, 1929-19liO. These data do not always agree with the 
highway data published by the United States Bureau of Census
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for Louisiana for selected years during this period. However, 
both data show the same trend in highway spending, and the 
descrepancy in data is not significant. Table H shows the 
data made available by the Louisiana Department of Highways.
TABLE H
Louisiana State and Local Highway Expenditures, 1928-191*0
(in millions)
Year Total State Local
1928 23.1 10.7 12.1*
1929 29.1 17.1 12.0
1930 38.5 28.9 9.6
1931 69.5 58.1* 11.1
1932: 1*2.8 35.6 7.2
1933 21*.7 18.6 6.1
193k 23.7 16.7 7.0
1935 31.0 19.7 11.3
1936 39.3 30.3 9.0
1937 29.0 19.9 9.1
1938 33.1 25.5 7.6
1939 33.6 25.7 7.9
191*0 31.3 21*.0 8.3
Source: W. D. Ross, Financing Highway Improvements
in Louisiana, p. 2o8.
State-local highway spending in Louisiana reached a 
high of s?69.5 million in 1931; from this date to 193k total 
highway spending decreased. The 1933 and 193U levels of total 
state-local spending on highways were below the 1929 level.
From 1935 to 191*0 total state and local highway spending stayed 
above the 1929 level. However, this occurred because spending 
at the state level stayed significantly above the pre-depression
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levelj -whereas, spending at the local level stayed below the 
1928 level during this period.
Most states increased their level of state spending 
between 1931 and 1937* Table I shows that five Southern States 
decreased their total state spending during this period, and 
eight Southern States increased their spending. Louisiana, 
along with Arkansas, Georgia, South Carolina, and Tennessee, 
had a lower level of state spending in 1937 than in 1931. 
Alabama, Florida, Kentucky, Mississippi, North Carolina, Okla­
homa, Texas, and Virginia showed a significantly higher level 
of spending in 1937 than in 1931* Total state spending in 
seven Southern States represented a larger percentage of income 
payments in these states in 1937 than in 1931* On the other 
hand, the ratio of expenditures to income payments was lower 
in Louisiana and five other Southern States in 1937 than 
in 1931.
State aid to local governments in all states as a whole 
and in all Southern States increased between 1931 and 1937 
(Table G). Since data for the years 1929-1931 include only 
direct state grants as state aid spending, and data for the 
years 1937-19̂ 0 include grants and locally shared receipts 
as state aid spending, figures for 1931 and 1937 are not 
entirely comparable. Nevertheless, the trend in state aid to
TABLE I







as a % of 1931 
Income Payments
1937 Soending 
as a i  of 1937 
Income Payments
All States 2,̂ 08, 7i*3 k , 235,000 68.3 i*.o 5.9
Alabama 35,£19 U9,958 1;0.6 ' 6.9 7.0
Arkansas 5U,688 26,633 -51.3 16.5 5.6
Florida 27,819 U9,513 77.8 5.1 6.1;
Georgia Uo,953 Uo,396 - l.U 6.1 u.u
Kentucky U, 920 2;7,62i3 13.7 6.2 5.3
Louisiana 83,687 67,2U8 -18.5 10.6 8.5
Mississippi 22,680 Id;, 261 95.2 7.8 10.0
North Carolina i;U,U69 7U,7Ul 68.1 6.1; 6.9
Oklahoma U3,26l 7k,180 71.5 6.6 6.9
South Carolina 38,297 25,1;97 - 7.3 12.2 7.3
Tennessee 55,291; U6,779 -15. h 8.5 5.3
Texas 92,575 153,781; lj;.2 U»2 6.0
Virginia U8,66o 56.5U3 19.1; U.9 5.7
Source: United States Department of Commerce, Bureau of the Census,
Financial Statistics of States, 1931» 1937; Survey of 
Current Business, August, 19̂ 3*
■̂•Debt redemptions are excluded in 1937; in 1931 debt redemptions 
were not segregated.
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local governments is indicated; it appears that state aid 
spending was a factor in keeping up local spending during the 
recovery of 1933-1937•
C. Louisiana State Spending, 1937-191*0
During the 1937-1938 recession, state spending in 
Louisiana increased $27.6 million (Table XEX). State spending 
for the purposes of public welfare, highways, debt redemption, 
and unemployment compensation accounted for 7$ percent of this 
increase in spending during the 1937-1938 recession. Spending 
on public welfare and highways increased 0U.5 million and 
$l*.l million, respectively. The State spent $17*9 million 
in 1938 to fulfill debt obligations, which was an increase of 
$8 million over the previous year. For the first time, the 
State distributed $U million to the unemployed in the State 
in the form of unemployment compensation.
Total state spending increased 018.3 million in Loui­
siana in 1939> but decreased $19*7 million in 19̂ 0. Over the 
entire 1938-19̂ 0 recovery period, total spending did not change 
appreciably (Table XIX). The increase in 1939 was the result 
of slightly higher spending for all purposes; however, a sig­
nificant portion of the increase was due to the increased 
spending by the State for the purpose of health and hospitals.
The State spent 199 percent more on health and hospitals in
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1939 than in 1938. The reduction in state spending in 19UO 
as compared to 1939 was the result of the fact that spending 
on health and hospitals dropped nearer to its original level, 
and of the fact that there was very little spending for debt 
redemption.
The percentage change in total state spending and 
state aid spending in Louisiana when compared with all states 
as a whole and selected Southern States during the 1937-1938 
recession reveals some interesting facts.̂ ® All states as a 
whole and all Southern States increased their total spending 
and state aid spending, with the exception of Mississippi, 
during the recession of 1937-1938. Total state spending 
increased 8.6 percent and total state aid spending increased 
10.8 percent during this period. Since federal spending 
decreased during this period, this increase in public spending 
at the state level partially neutralized the income reducing 
effects of decreased spending at the federal level. Total 
state spending in Louisiana increased 19*1 percent, and
■̂ ®Debt redemption figures are excluded from these 
data except in 1929-1931. The reason for this exclusion is 
that total state spending excluding debt redemption seems 
to be a better measure of the relative significance of 
state spending.
TABLE J
Total State Spending and State Aid Spending 3h the United States 
and 13 Southern States, 1937-19381
(in thousands)
State






All States 1;, 235, 000 1+,598,000 8.6 1,368,509 1,̂ 16,000 10.8
Alabama 1+9,958 58,968 18.0 19,31+1 21,095 9.1
Arkansas 26,633 3l+, 122 28.1 5,816 6,775 16.5
Florida 1+9,513 52,727 6.5 20,71+1+ 21,898 1+8.7
Kentucky 1+7,61+3 51,130 7.3 10,011+ 10,593 1+.8
Louisiana 67,21+8 86,881+ 21.3 12,099 27,770 129.5
Mississippi l+l+,26l 1+8,918 10.5 9,601 9,31+7 -2.6
North Carolina 7l+,7l+l 86,119 15.2 22,81+7 29,H+0 27.5
Oklahoma 7l+,l80 85,560 15.3 22,777 26,066 11+.1+
South Carolina 35,1+97 1+6,525 31.1 12,773 H+,51+2 13.8
Tennessee 1+6,779 56,1+58 20.7 18,121 20,11+0 11.1
Texas 153,781+ l6l+,363 6.9 1+3,589 52,297 20.0
Virginia 56,51+3 62,oU6 9.7 8,030. 11,891+ 1+7.0
Source: United States Department of Commerce, Bureau of the Census,
Financial Statistics of States, 1937, 1938*
Êxcludes Debt Redemptions.
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Louisiana state aid spending more than doubled, increasing 
129.5 percent. Four Southern States, Arkansas, Georgia,
South Carolina, and Tennessee, increased their total spending 
more than Louisiana on a relative basis, but no Southern State 
showed an absolute increase in total state spending that exceeded 
Louisiana's &Li*.2 million. Also,( during the 1937-1938 reces­
sion, the increase in state aid to local governments in Louisi­
ana greatly exceeded the increases in all other Southern States 
on a percentage and absolute basis.
Table K shows the total spending of Louisiana and other 
Southern States as a percentage of income payments within each 
during 1937-19l|0. Mississippi was the only Southern State in 
which total state spending was a slightly greater share of 
income payments than in Louisiana in 1937 # 1938 and 191|0.
In 1939# total spending was 13.6 percent of income payments 
in Louisiana; this was a greater percentage than that in any 
other Southern State.
TABLE K
Total State Spending Expressed as a Percentage of Income Payments 
in the United States and in 13 Southern States, 1937-19UO
State 1937 1938 1939 i?ko
All States 5-9 7.0 6.9 6.9
Alabama 7.0 9.0 9.U 8.1;
Arkansas 5.6 7-5 7-7 7.9
Florida 6.1; 7.0 • 7.5 7.U
Georgia u.u 7.1 6.5 7.3
Kentucky 5.3 6.1; 7.1 6.8
Louisiana 8.5 11.3 13.6 12.0
Mississippi 10.0 12.3 12.2 13.2
North Carolina 6.9 8.5 8.5 8.5
Oklahoma 8.8 11.2 11.0 9.9
South Carolina 7.3 10.3 10.1 8.7
Tennessee 5.3 7.0 7.1 6.8
Texas 6.0 6.7 6.8 6.5
Virginia - ...5-7....... ..... 6.6 7.2 6.7
Source: United States Department of Commerce, Bureau of the
Census, Financial Statistics of States, 1937. 1938,
1939, 19^0; and Survey of Current Business, August, 1953*
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State and Local Spending In Louisiana, 1932 and 19U2
The magnitude of government spending in a state is 
better revealed when both state and local spending are con­
sidered. For many states, the amount of spending at the state 
level became larger than spending at the local level, and for 
most states, state spending increased significantly relative 
to local spending between 1932 and 19l;2 (Table XXV). Of the 
thirteen Southern States only three States, Louisiana, Arkansas, 
and South Carolina, showed a higher level of spending at the 
state level than at the local level in 1932. In 19U2, ten 
Southern States (including Louisiana) had a higher level of 
spending at the state level than at the local level. For the 
nation, government spending at the state level was still below 
government spending at the local level in 19U2, but spending 
at the state level more than doubled between 1932 and 19̂ 2; 
whereas, total spending at the local level decreased slightly 
between 1932 and 19̂ 2.
The impact of the depression served to increase the 
ratio of state services to total state-local services. States 
took over functions that had previously been local, and 
increased state aid to local governments. States were in a 
better position than local units to finance government services.
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Table L shows how Louisiana and other states expended their 
services at the state level as compared to the local level.
TABLE L
Total State Spending as a Percentage of Total State-Local 











North Carolina 36 6h
Oklahoma 33 5U
South Carolina 56 56
Tennessee 35 h9
Texas 3h h2
Virginia 39 ..........a . ... .
Source: Table XXV in the General Appendix.
Louisiana was providing 59 percent of its state-local service 
at the state level in 19U2 as compared to 51 percent in 1932.
A comparison of Louisiana's state-local expenditure 
structure with that of other states in 1932 and 19̂ 2 also 
reveals how both state and local governments greatly reduced 
their spending on capital projects and expanded their outlays 
on operational services (Table XXV). For example, total
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TABLE M
Total Expenditures, Capital Expenditures, and Operational 




1932 19U2 1932" I9ii2 1932 19U2~"~
ALL STATES
Total 9563 12959 2362 1017 5533 7216
State 2506 5863 886 615 1058 1916
Local 7057 7096 li;76 h02 hh7$ 5300LOUISIANA
Total 163 302 73 21 59 103
State Qh 120 5U Hi 21 U8Local 19 _ 1 1 19 7 38
Sources Table XXV in the General Appendix.
state-local spending in Louisiana increased approximately 2k 
percent between 1932 and 19l;2j whereas, total state-local 
expenditures on capital projects decreased approximately 250 
percent during the same period. As was indicated in the 
previous chapter, state and local units were forced by depressed 
economic conditions to forego important construction projects 
in order to take care of the more pressing need for welfare 
services. A counter-cyclical program coordinated at the 
federal, state, and local levels would necessitate a high 
level of capital outlay at the state and local levels under 
such conditions.
The most important changes that took place in state
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expenditure structures during the thirties were: an increase 
in state spending relative to local spending} an increase in 
state aid to local governments} and the reduction in the level 
of capital outlays. The following section attempts to evaluate 
these changes in the expenditure structure of Louisiana and 
the 1929-19UO changes in Louisiana's tax structure in terms 
of their influence upon economic activity in the State of 
Louisiana.
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Net Effect of Louisiana State Fiscal Policy, 1929-191*0
What was the degree of causality between the fiscal 
policy of the State of Louisiana and the economic activity in 
the State between 1929 and 19l*0? Several economic variables 
are used to indicate changes in economic activity in the 
State, such as the gross income from farm production, value 
added from manufacturing production, changes in time and 
demand deposits, the income payments received by individuals. 
The problem is to reveal, to the extent that is possible, 
how these economic variables were influenced by the spending, 
taxing, and borrowing policies of the State during the period 
under review. It would be desirable to know the flow of 
economic activity within the State of Louisiana, and the 
link between this economic flow and the economic flow outside 
of the State. This information would help to isolate the 
impact of external forces on economic activity within the 
State, and also, isolate economic activity in the State that 
has final impact outside the State. Studies of inter-regional 
and inter-state commodity flows have recently been madeĵ 9
^Frederick T. tooore and James V/. Peterson, "Regional 
Analysis: An Inter-industry model of Utah," The Review of Eco­
nomics and Statistics, XXXVIII, (1955), 368-553; Walter Isard, 
'̂ Regional Commodity Balances and Interregional Commodity Flows," 
American Economic Review, XLHI, (1953), 167-180.
201
however, data are not available to make such a study of 
Louisiana's economy during the period selected for study. 
Instead, this Study relies upon relative changes in the eco­
nomic variables that give some indication of the economic influ­
ence of state fiscal policy.
It is assumed again that the difference between state 
spending and state revenues gives an indication of the net 
effect of state fiscal policy. In instances where there are 
evidences that the impact of fiscal policy is greater or less 
because of the type of expenditure or the type of revenue 
involved, discussions of tax revenues and expenditures per se 
will be relevant. It should be remembered that the impact of 
government net spending will depend on the quality of govern­
ment spending and revenues as well as the quantity of each.
A. Net Effect of Louisiana State Fiscal Policy, 1929-1931
In the early phases of the depression, there seems to
be some evidence to support the position that the fiscal policy
of most states was income-maintaining in the sense that state
spending increased relative to state revenues3 the net spending 
of the State of Louisiana stands out because of its remarkable 
magnitude as compared to other states (Table VI). The increase 
in net spending by this State was $1|8 million or a 912 percent 
increase between 1929 and. 1931* The increase in net spending
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by Louisiana was 26 percent of the increase in total net 
spending by all states. The income generating effects of this 
astonishing rise in net spending could be expected to have the 
maximum impact on the flow of income for two reasons: First,
most of this increase in net spending is accounted for by 
highway spending, and second, Louisiana financed this highway 
spending from borrowed funds rather than from tax funds. 
Government net spending for highways is likely to have a
TABLE N
Louisiana State Net Spending, Highway Spending and 
Net Debt, 1929 and 1931
_______________ (in thousands)_______________













Source: Tables VI, X, and XIX in the General Appendix
greater income stimulating effect than say, government net 
spending for welfare payments because: (a) The demand for con­
struction goods and services will be increased, and such demand 
during a depression is usually more depressed than the demand 
for many other types of goods and services; (b) Highway expen­
ditures are more likely to start a chain of re-spending which 
will permeate the economy than expenditures for public welfare,
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public safety, and debt repayment.̂ 0 Also, highway expendi­
tures financed from borrowed funds will be much more income- 
stimulating than highway spending financed out of tax revenues, 
because borrowed funds are more likely to come from idle 
balances.
Income payments in Louisiana were $222 million less 
in 1931 than they had been in 1929 (Table 0). The income 
received by individuals in this State was 26 percent below 
what it had been before the State started its extensive pro­
gram of public spending. Therefore, the increase in net 
spending of $1*8 million did not prevent income payments from 
falling; however, income payments in Louisiana probably would 
have decreased significantly more if the net spending of this 
State had been of smaller magnitude. When the fall in income 
payments in Louisiana is compared to the fall in income pay­
ments in other selected Southern States that have somewhat 
similar economies, it is revealed that income payments in 
Louisiana fell absolutely and percentage wise less than most 
of these states. Only income payments in the States of 
Virginia and Florida fell slightly less than Louisiana's decrease
90Hansen, Fiscal Policy, pp. 91-93*
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of 26 percent, and only these same two States along with 
South Carolina showed an absolute decrease in income payments 
less than Louisiana's. It is questionable whether these facts 
prove that the relatively high level of income payments in 
Louisiana was due to Louisiana's high level of net spending; 
however, it would be illogical to ignore or to minimise the 
possible causal relation between income payments to people 
living in the State of Louisiana and the program of public 
spending pursued by the State. In the cases of the two States, 
Virginia and Florida, both of which had smaller absolute and 
percentage changes in income payments, each had significantly 
increased its net spending - 761 percent in the case of Flo­
rida, and 113 percent in the case of Virginia. However, the 
increase in the level of net spending by these States was 
significantly lower than the increase in Louisiana's net 
spending. This indicates that there were other forces opera­
ting to explain the relative differences in the fall in the 
level of income. In the case of Florida, a possible explana­
tion of the relatively small decline in income may lie in the 
fact that a relatively large percentage of the income received 
by the people of Florida comes from various out-of-state 
income sources; incomes in this State may be less sensitive
TABLE 0
Absolute and Percent Changes in State Net Spending Compared to Absolute and 







(Value Added) Income Payments Bank Deposits
'Thousands Percent Thousands Percent Thousands Percent Thousands Percent Thousands Percent
Ala. r w — 33 -1261*63 -5o -1201*06 -1*1* -290000 -36 -131*520 -53
Ark. / 8932 1*5 -127i*H* -5i - i*9ia5 -53 -230000 -la - 62135 -32
Fla. / 3660 /  761 - 5701 - 6 - 1*701*7 -35 -11*9000 -21 -112202 -1*0Ga. / 8292 /2229 -236079 -63 -105595 -37 -289000 -30 - 33025 -11
Ken. / 1103 / 32 - 99901 -1*2 -181871 -36 -285000 -30 - 72926 -17La. A8361 / 912 - 71872 -1*2 -183665 -1*6 -222000 -26 - 22801 -36
Hiss. / / 7 -165565 -59 - 61030 -57 -252000 -1*6 - 6391*1* -30N. C. - 1391* — 17 -131*071* -1*3 -30311*1 -1*1* -276000 -29 / 61*723 /20
Okla. / 8881* / 808 -163989 -52 - 76798 -53 -1*20000 -39 - 90153 -21S. C. / 6565 / 98 - 71*763 -1*6 - 1*8887 -31 -121*000 -28 - 33271* -20Tenn. / 1*018 28 -123059 -1*8 -105973 -33 -283000 -31 — 681*96 -17
Texas -21075 130 -311*757 -Ul -178935 -1*0 -825000 -31 -163120 -16Va. A 031*9 / 113 - 91*133 -1*2 - 16171* - 1* -217000 -22 - 20653 -5
Source: Calculated from Tables VI and VII in the General Appendix.
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to worsening economic conditions within that State. Similarly, 
the impact of downward economic forces was less severe in Vir­
ginia. Virginia's relatively small decline in income was accom­
panied by relatively small declines in manufacturing production 
(1$) and in bank deposits (5$).
ilost of the increase in state net spending came as 
a result of state spending increasing at a faster rate than 
state revenues, or as a result of state spending increasing 
while state revenues decreased, rather than as a result of 
state spending decreasing, but decreasing less than state 
revenues (Table VI). i.iost states showed a willingness to 
increase spending during this period rather than to decrease 
spending as a result of the loss of revenues produced by 
falling incomes and prices. Arkansas, Georgia, Kentucky, 
Oklahoma, South Carolina, Tennessee, Florida, Louisiana, and 
Virginia are examples of Southern States that increased 
spending relative to revenues. Income payments in these 
States decreased from 21 percent in the case of Florida to ijl 
percent in the case of Arkansas. There is no conclusive evi­
dence to prove that states that had a relatively large increase 
in net spending also had a relatively small decrease in income 
payments. For example, Arkansas which had, v.ith the exception
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of Virginia and Louisiana, the largest increase in net spending 
also had the greatest decline in income payments. On the other 
hand, income payments in Texas and North Carolina, both of which 
increased revenues relative to spending, fell comparatively less 
than they did in many Southern States. This indicates either 
that the magnitude of net spending was too low to have a sig­
nificant effect on income payments, or that other more important
causal forces were present to explain the differences in the 
relative decline of income payments; a combination of the above 
two factors would be possible. However, the three States (Flo­
rida, Virginia, and Louisiana) that had the smallest relative 
declines in income payments are the only States that actually 
increased their spending and decreased their revenues. Two 
of these three States (Louisiana and Virginia) had the largest
absolute increases in net spending during this period, 1929-1931*
Another favorable factor coinciding with Louisiana's 
relatively small decline in income payments was this State's 
small decline in bank deposits (6&)(Table 0). Only the State 
of Virginia had a smaller absolute and percentage decrease in 
bank deposits than did Louisiana between 1929 and 1931. The 
relatively small decline in bank deposits in Louisiana in the 
early phases of the depression may have been the result of 
the very high level of net spending. It would appear that a
state government that puts more money into its banking system 
by spending more than it takes out by taxing would leave the 
banking system in that state with more bank deposits., assuming 
that these transactions all take place within the state. This 
appears to have been true in the case of Louisiana. If the net 
spending and deposits of other states failed to follow this pat­
tern, then either the magnitude of net spending was insufficient, 
or there were other factors affecting bank deposits, such as the 
willingness of bankers to lend and the public to borrow. Of the 
five Southern States, Louisiana, Virginia, Arkansas, Oklahoma, 
and Georgia, that had an increase in state net spending of over 
#8 million, only Arkansas had a relatively large decline in 
bank deposits (Table 0).
It appears uncertain to what extent state net spending 
influenced income from farm and manufacturing production. The 
relative importance of agriculture and manufacturing in the 
various states and the fact that agriculture and manufacturing 
production are closely linked to forces outside the state make 
it exceedingly difficult, if not impossible, to determine the 
influence of state net spending on these economic variables.
Also, it is to be expected that the effects of state fiscal 
policy will appear more clearly in the data showing income pay­
ments, and to a lesser extent demand deposits, than they will
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in data showing farm and manufacturing production. First, total 
state spending has a greater effect on income payments than it 
has on other economic variables because only the difference be­
tween state spending and state taxes is available for spending 
on goods and services. Second, disposable income created from 
state net spending may be hoarded or used to purchase goods 
and services produced outside the state. Third, spending in 
the state is distributed over various products and services, 
and as a result, the impact in any one market is diminished. 
Fourth, state spending may not have a direct effect on the 
production of many products; this depends upon the purpose of 
state spending. For example, an increase in state highway 
spending influences, say, retail sales only indirectly by 
increasing incomes to individuals.
The three States (Louisiana, Virginia, and Florida) 
which had high levels of state net spending which corresponded 
with a relatively small decline in income betv/een 1929 and 1931 
showed diverse changes in income from agriculture and manu­
facturing production. The gross income earned from farm pro­
duction in Louisiana was 1*2 percent less in 1931 than it was 
in 1929, and the value added from manufacturing in the State 
was I46 percent less when the same years are compared (Table 0). 
This large decrease in farm income was not exceptional; however,
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the decrease in manufacturing production in Louisiana was 
greater than in most Southern States under review. Virginia, 
which had the smallest decrease (k%) in income from manufac­
turing production, had a decrease (1*1$) in farm income as great 
as the decrease in many Southern States. On the other hand, 
Florida, which had the smallest decline (6$) in farm income, 
had a decrease in income from manufacturing production (35$) 
that was significantly smaller than most states. In some 
instances, states that had a very insignificant increase in 
net spending had a relatively large drop in both income from 
farm and manufacturing production. For example, Mississippi, 
which had an increase in net spending of only 7 percent be­
tween 1929 and 1931* had a percentage decrease of 51 percent 
and 57 percent in income from f a m  and manufacturing produc­
tion, respectively.
B. Net Fffect of Louisiana State Fiscal Policy, 1931-1937
The outstanding characteristic of state fiscal policy 
in Louisiana during this period was the complete reversal of 
the policy of the previous period, 1929-1931* Revenues, which 
had decreased during the previous period, increased II4U per­
cent during this period (Table VI). The increase in revenues 
was the result of this State's adopting new tax sources and
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increasing the base and rate of these new tax sources as well 
as of old tax sources. The personal and corporate income taxes, 
estate tax, tobacco tax, liquor tax, severance tax, and general 
sales taxes were adopted, and the rates were increased on most 
of these tax sources during this period. On the other hand, 
expenditures decreased 11 percent between 1931 and 1937 (Table 
VI). This decrease in expenditures was the result of a lower 
level of highway expenditures. The result of this higher level 
of revenues and lower level of state spending was that in 1937 
this State's net spending was 91 percent belov; what it had been 
in 1931* Since revenue and expenditure data are unavailable 
for Louisiana during the period 1932-1936, it is impossible 
to say with certainty, but it appears that net state spending 
in the State declined significantly in 1932 and 1933* not 
because of an increase in revenues but because of a reduction 
in highway expenditures. Highway spending in Louisiana declined 
£>23 million and £117 million in the years 1932 and 1933* while 
new tax sources did not start providing increased revenues 
until after 1933*
What were the economic effects of this policy-of 
decreasing expenditures relative to revenues in 1932 and 1933? 
Income payments in Louisiana, which were only 26 percent below 
1929 levels in 1931* were percent below 1929 levels in 1933
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(Table P). Similarly, bank deposits, which were only 6 percent 
below the 1?29 level in 1931> were 50 percent below the 1929 
level in 1933* Also, gross income from farm, production, value 
added by manufacturing, and retail sales followed the patterns 
of income payments and bank deposits. As might be expected, 
retail sales, employment and wages in retail outlets held up 
somewhat better than manufacturing production and wages and 
employment in manufacturing concerns. For example, Louisiana 
manufacturing production and wages in manufacturing fell 51 
and 59 percent, respectively, during the 1929-1933 depression; 
whereas, retail sales and retail payrolls fell US and 3h per­
cent over the same period.21 There were too many important 
economic forces influencing the further contractions in the 
income stream in the State of Louisiana and in the entire 
econoiqy to justify emphasizing the causal significance of 
state net spending during the period 1931-1933* Nevertheless, 
the fact that Louisiana state fiscal policy was having the net 
effect of putting less purchasing power into the income stream 
in 1933 than it had in 1931 was probably a contributing factor 
to the downward forces operating during this worst phase of the




Percent Change in Selected Economic Variables in the United States and 13 Southern States, 1929-1933
State IncomePayments
KetailSales FarmManufacturing! Production^All States -fe -51* -1*6Alabama -1*8 -53 -58 -1*6Arkansas -1*9 -56 -61 -1*9Florida -39 -1*3 -52 -20Georgia -38 -1*5 -la -57Kentucky -1*5 -1*8 -1*6 -1*8Louisiana -1*5 -1*5 • -51 -1*1*Mississippi -53 -66 -67 -56North Carolina -29 -1*1* -51* -25Oklahoma -5o -53 -51* -1*3South Carolina -32 -38 -26 -35Tennessee -1*3 -53 -1*6 -1*8Texas -1*2 -52 -1*8 -33Virginia -25. .. -1*0 -la -1*7
Source: Calculated from Tables VII and IX in the
General Appendix.
■̂ •Value added from manufacturing products.
^Gross income from farm products.
Louisiana income payments, which show a relatively 
small decline when the 1931 level is compared to the 1929 
level, show a relatively large decline when income payments 
in 1933 are compared to the 1929 level. Arkansas, Alabama, 
Mississippi, and Oklahoma were the only four Southern States
21U
which had larger declines in the 1929-1931 period. Vftien a 
similar comparison is made of Louisiana retail sales, manu­
facturing, and farm production, it is found that the Louisiana 
decreases in retail sales of US percent, in manufacturing of 
51 percent, and in farm production of hk percent do not vary 
significantly from those in most Southern States. The fact 
that Louisiana income payments fall in a manner similar to 
other Southern States when 1933 is compared to 1929, but not 
when 1931 is compared to 1929* suggests the possibility that 
the very large net spending in Louisiana in 1931 was supporting 
this State's relatively high level of income payments.
The economic forces promoting the 1933-1937 recovery 
in the econony as a whole certainly had their beneficial effects 
•on ..the economy of Louisiana. As indicated by various economic 
variables, economic activity in the State was approximately 
60 to 70 percent higher in 1937 than it had been in 1933*
Income payments to individuals in the State rose to S792 
million, 63 percent higher than in 1933* Manufacturing and 
wages in manufacturing both were 69 percent higher in 1937*
The 1937 levels of farm income and bank deposits were 56 per­
cent and 70 percent, respectively, above the 1933 levels. 
However, as in other states and the United States, economic
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TABLE Q
Louisiana Economic Variables, 1933 and 1937
Economic Variables 1933-1937
192 9 1933 1937 % ChangeIncome Payments 862000 1*87000 792000 63Manufacturing (value added) 21*2906 118125 199856 69Wages 87511 356U3 60203 69Farm Production (gross income) 172000 96180 161165 56Bank Deposits (demand & time) 382011: 187720 339807 79
Source: Calculated from Table VII in the General
Appendix.
activity in Louisiana did not reach 1929 levels during this 
period of recovery.
It appears that Louisiana, along with most states, 
made a positive contribution to the recovery in the sense that 
state spending was greater than state revenues. However, 
there are several factors that minimize the income-stimulating 
effects of Louisiana's state fiscal policy and the fiscal 
policy of other states. For one tiring, Louisiana net state 
spending decreased greatly during the recovery. This was also 
true in other states. Louisiana and other states increased 
their revenues much faster than they did their expenditures 
during the recovery. For example, Louisiana revenues v;ere 
133 percent higher in 1937 than they had been in 1931 (Table 
VI). Other Southern States covered in this study and total
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state revenues showed similar significant increases over this 
period. On the other hand, state spending in Louisiana in 
1^37 was 11 percent below the level of 1931* Only four other 
Southern States followed the pattern of Louisiana, i. e., 
decreased spending. Most Southern States increased their 
spending, but increased it at a decreasing rate.
Also, the types of state revenues and the types of 
state expenditures decreased the possible income-stimulating 
effects that Louisiana's and other states' net spending might 
ordinarily be expected to have. Louisiana, along with other 
states, found higher tax revenues mainly in the form of 
regressive taxes, i. e., taxes that tend to fall relatively 
on income available for the flow of consumption goods. These 
taxes, by reducing the flow of consumption, not only reduced 
the level of consumer expenditures, but also, reduced, probably, 
the flow of consumer-induced investment. From a counter­
cyclical viewpoint, it is difficult to justify these types 
of taxes at this time. On a counter-cyclical basis, the only 
possibility of justifying the adoption of a sales tax, and 
the increasing of its rates during a recovery period would 
have to be based on the belief that these taxes might pro­
mote an orderly expansion which would decrease the possibility
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of over-expansion and inflation via consumer inspired invest­
ments and investment inspired consumer spending.22 This 
counter-cyclical basis for sales taxes would not be applicable 
to the 1933-1937 recovery, for this recovery was characterized 
by slowness in the recovery forces, rather than by any ten­
dency for the recovery forces to be proceeding too rapidly.
As for the type of expenditures, state expenditures that would 
have had the most income stimulating effects, such as expen­
ditures on construction, decreased, and expenditures, such as 
those on current operation, subsidies, interest, and the like, 
that would tend to have a smaller stimulating effect on income, 
accounted for the higher level of state spending during the 
r e c o v e r y .^3 jn  the case of Louisiana, it was similar. State 
spending by Louisiana increased for every purpose except for 
the purpose of highways, and this decrease in spending for 
highways completely accounted for Louisiana's lower level of 
state spending in the latter part of the recovery. Thus it 
seems that Louisiana, along with other states, even though 
adding more to the income stream than taking out, still made
22See discussion in Chapter II.
^Aiaxwell, Federal Grants and the Business Cycle, p. 21.
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only a small contribution to the forces making for the 1>33- 
1937 recovery.
C. Net affect of Louisiana State Fiscal Policy, 1937-19LQ.
From the data that are available showing Louisiana's 
economic activity, it appears that the economy of this State 
was not greatly affected by the recessionary forces of 1937- 
1938* Income payments in the State decreased less than one- 
half of one percent during the recrnsion, and since prices 
were lo'.ver in 1938, the l‘>38 level of income probably bought 
more goods and services for Louisiana's citizens than did the 
slightly higher 1937 level of income. Louisiana's bank deposits 
were actually 5*5 percent higher in 1938 than they v/ere in 
1937* Lata are not available to shov/ Louisiana's manufacturing 
level in 1938, but it would seem that the net value created by 
manufacturing vns not significantly affected by the recession. 
Only income from farming in Louisiana decreased, and this 
drop in Louisiana's farm income continued through 1939.
Louisiana state net soending, which was decreasing 
during the latter years of the 1933-1937 recovery, was at a 
higher level in 1938 than it had been in 1937. Lxactly what 
significance nay be attributed to this btate's higher level 
of net spending during the recession cannot be completely 
known. It would appear that the net effect of Louisiana
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TABLE R
Louisiana Gtate net Spending Compared to Selected Economic Variables, 1937-191*0
_ _ _ _ _ _ _ _ _ _ _ _ _ (in thousands) _ _ _ _ _ _ _ _ _ _ _ _Economic Variables 1937 1936 1939 191*0 1937-38Net Spending Income Payments 
Bank Deposits Gross Farm Income Manufacturing (value added) 
’.Yages
1*6142 81*06 -------- 11805 /8l
792000 789000 821*000 81*7000 - .1* 
339807 352680 5ol*8o5 5101*1*0 /  5 .5  
161165 157071* 13I160I* 11*3109 -  2.5
199856 --------1 200086 --------1 ------ 1
6 0 2 0 3 --------1 55081*--------1 ____ 1
Source: Table VII in the General Appendix.
^Data not available for these years
fiscal policy of contributing ^3*8 million more to the income 
stream in 1938 than it had ir: 1937 was a factor in maintaining 
economic activity in the State. Louisiana state revenues did 
increase during the recession, and this increase was mainly- 
accounted for by higher revenues from the gasoline tax and the 
general sales tax. However, Louisiana state spending increased 
significantly more than did revenues during 1937-1938. Besides 
increasing spending for public welfare, highways, and the like, 
Louisiana distributed Ol* million to the unemployed in the State; 
this was approximately the same amount as was added to the in­
come stream by net spending.
All states did not follow the counter-cyclical policy
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of Louisiana during 1937-1938; for, most stales increased 
their revenues relative to their spending during this period.
The result was that stale revenues exceeded state spending in 
1938, and the drop in state net spending during the recession 
was 9221 million, a percentage drop of 226 percent.
Five out of the thirteen Southern States studied had 
a lower level of net spending in 1938 than in 1937. There 
appears to be no conclusive evidence that these states with 
a lower level of net spending in 1938 than in 1937 correspond 
with the same states that had a relatively greater decline in 
income payments; however, in some instances, there does appear 
to be some correspondence. Kentucky, which had the greatest 
percentage decline in income payments ( 1 2 , did have a lower 
level of state net spending in 1937 than in 1938. Louisiana, 
which had the smallest decline in income payments dio have a 
higher level of net spending in 1938 than in 1937* However, 
besides such general statements, it does not appear that the 
data indicate a ^reat deal more. Similarly, states that had 
the greatest increase in net spending during the recession 
did not necessarily have the smallest deci’ease in bank deposits. 
For example, oouth Carolina, which had the largest absolute 
and percentage increase in state net spending, had the largest 
decline in bank deposits during the period. However, it does
TABLE S
Absolute and rercent Changes in State --et Spending, income Payments, and Bank deposits 
in the United States and 13 Southern States Betv;een 1937 and 1936
State Let State
Spending Mi come Payments Bank deposits
Thousands Percent Thousands rercent Thousands PercentA H  States -221000 -266 -6166000 -  9 -858955 -  2Alabama -  11*61* 55o ‘ -  59000 -  8 -  5707 _ 2Arkansas 1*7 01* 151 -  23000 -  5 -  1995 -  1Florida -  31*62 -121 -  22000 -  3 -  17202 -  6Georgia 3l*c0 108 -  57000 -  6 -  1161*0 -  1*Kentucky -  2006 -  31* -  109000 -12 -  11*109 - 1*Louisiana 3761* 81 -  3000 -  .01* 12873 6Mississippi 8 .01* -  1*3000 -10 751*7 1*Uorth Carolina 9831* 128 -  66000 -  6 -  531*5 -  2Oklahoma 5372 58 — 75ooo -  9 -  773 - .2South Carolina 19615 31*9 -  31*000 - 7 -  13226 -10Tennessee -  315 -  7 -  79000 -  9 -  2389 -  .5Texas -  1*199 -  1*0 -  116000 -  5 20365 2Virginia 1611* 20l* -  58ooo - 6 -  1615 - .3
Source: Tables VI and VII in the General Appendix.
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appear that the states that had the highest level of net 
spending in 1936* but not necessarily higher when compared 
to 1937* are also the states that had bank deposits to increase 
or to decrease less than most states during the recession, 
with the exception of South Carolina.
TABLE T
Southern States hhich Had 1938 Level of Jet Spending 
in Excess of Six Lillion Dollars
Change in Hank DeoositsStates State Net Spending 1937-1938Georgia 6.7 - 1*Louisiana 8.1* 6Mississippi 18.6 1*Oklahoma ll*.6 - .2South Carolina 13.9 -10Texas 6.2 2
Source: Tables VI and VII in the General Appendix.
During the remainder of the 1938-191*0 period, .Louisiana 
state net Spending continued to rise, reaching vll.8 million 
iii 191*0 (Table VI). Similarly, economic activity in the State 
improved as indicated by higher levels of income payments, 
manufacturing production, and bank deposits in the otate. The 
net effect of the fiscal activities of Louisiana and other 
states was probably income-stimulating during 1938-191*0.
Total state net spending, which was negative in 1938, and to
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that extent income-decreasing, was income-increasing in 19^0.
This excess of state spending over state revenues in I9I+0 was 
financed essentially from borrowing, for, the gross debt out­
standing was ^ 4.9* 7 million higher in l9i|0 than it had been in 
1938 (Table X). Also, Federal aid to states was higher in 
19h0, and this increase helps to explain how state net spending 
vjas financed.
In summary, this analysis of the net effect of Louisiana 
fiscal policy reveals that this State, consciously or uncon­
sciously, pursued fiscal policies that were counter-cyclical 
in their effects in many instances. Before the secondary 
forces of 1931-1933 set in, Louisiana's unusually high level 
of r.et spending was tending to keep up economic activity in 
this State, and in the economic system as a v/hole. After 
1931; and probably to 1937; Louisiana net spending was decreasing 
and was probably of an insufficient magnitude to have more than 
a very limited impact on the economic conditions in the State 
during the recovery. Luring the 1937-1938 recession; Louisiana 
state net spending was increasing, and hence, counter-cyclical 
in its economic effects. The counter-cyclical aspects of 
Louisiana fiscal policy were more observable than were those 
of most states. The very fact that on the state level state 
spending 'was greater than state revenues during the depression
22k
and recovery of 1929-1937 indicates that state fiscal policy 
did not accentuate the downward turn of the cycle, and probably 
vtas an encouraging factor in the upward turn of the cycle.
The adoption and increasing of the rates of state sales taxes 
during the recovery was probably discouraging to recovery forces; 
also, these inflexible tax sources partially explain why the 
net effect of state fiscal policy during the 1937-1938 reces­
sion was income-decreasing.
The implications of the counter-cyclical aspects of 
Louisiana fiscal policy, and.the fiscal policy at the federal, 
state, and local levels will be discussed in the next chapter.
Chapter V 
CONCLUSIONS AND IMPLICATIONS
The purpose of this Study is to investigate the counter­
cyclical aspects of federal, state, and local fiscal policy dur­
ing 1929-19U0, and to examine more closely the feasibility of a 
coordinated fiscal program for economic stabilization* The method 
used in this work is the aggregate or income approach - the study 
of fiscal policy in terms of income and employment* The problem 
which arises is that of determining the causal significance of 
fiscal activity when economic activity is a function of a mul­
titude of interacting forces. This interrelatedness of economic 
phenomena is especially relevant to the study of Louisiana's 
state fiscal policy. Each state is a unique economic system, and 
in some way is affected by forces originating outside of the state 
as well as within the state. Within this limitation and other 
limitations which have been pointed out in this Work, the findings 
of this Study are presented below.
Conclusions based on the findings of this Study are both 
discouraging and encouraging. The discouraging factors decrease 
the possibility of a coordinated federal, state, and local counter­
cyclical fiscal policy, and the encouraging factors increase the 
possibility of a concerted government fiscal progarm. Certain 





may have to be fulfilled before a coordinated government fiscal 
program is possible. The necesaaiy conditions for a counteiv 
cyclical fiscal program of the sort visualized in this Study 
will be discussed below under the heading "implications. 11
Conclusions
A. Factors Which Idmit the Possibility of A Coordinated Federal, 
State, and Local Fiscal Program
This study of the counter-cyclical aspects of total govern­
ment fiscal policy during 1929-19U0 reveals that there are serious 
limitations to a coordinated federal, state and local fiscal pro­
gram for economic stabilization. These limitations are: (l) the 
bias of state and local tax structures in favor of taxing con­
sumption, and the low income elasticity of state and local con­
sumption t a x e s (2) the legal, institutional, and market diffi­
culties experienced by state and local governments in obtaining 
credit; (3) the inability of state and local governments to sta­
bilize capital expenditures; (1;) the overall failure of total 
government net spending to be properly timed, coordinated, and 
of a sufficient magnitude to replace the deficiency in private 
spending.
Ît has been estimated that the income elasticity of 
total state and local tax systems is between «U3-.$6. See 
H. M. Groves and C. H. Kohn, "The Stability of State and local 
Tax Helds," American Economic Review, XVII (1952), 9U*
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Under the strain and tension of depressed economic con­
ditions, tax policies which conflicted with a coordinated fiscal 
policy for economic stabilization were pursued at all three levels 
of government* Of special relevance was the basic change in the 
tax structure of states* This change produced the basic tax 
structure of states today, which presents a problem. Any tax 
may reduce the flow of spending, but taxes that rest on the con­
sumer in the form of higher consumer prices seriously limit 
counter-cyclical fiscal policy* Consumption taxes do not have 
the built-in flexibility which is desirable; they fall heavily on 
consumer spending and indirectly reduce the .volume of invest­
ment spending via the acceleration principle* New and increased 
consumption taxes have particularly adverse effects on the flow 
of spending during periods of falling or abnormally low economic 
activity*
The State of Louisiana, like the other states, adopted 
the tobacco tax (1932), liquor tax (193U)> general sales tax 
(1935)> and other similar taxes, and increased the base and rate 
of these consumption taxes and other consumption taxes, such as 
the motor fuel tax. During the entire period of study, 1929- 
19li0, consumption taxes rose from 22 percent to 57 percent of 
total state tax revenues. There was no time during this period 
of studty when consumption taxes could be justified from a counter­
cyclical viewpoint. The recovery of economic forces during the
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thirties was slow and incomplete, and there was no evidence that 
consumption was rising too fast for an orderly expansion.
There were reasons why states resorted to consumption 
taxes. The difficulties states experienced in borrowing, arising 
out of legal limitations and weakened credit conditions, fostered 
the shift to consumption taxes* States were encouraged to shift 
to consumption taxes in order to obtain revenues that would 
enable them to qualify for federal grants. Increased state 
spending could be financed only by relying on such tax sources 
to some extent* Consumption taxes have two important non-economio 
advantages which appeal to state officials. They are easy to 
administer and they are politically expedient because voters 
may not be fully aware of them. On whatever basis these taxes 
may be justified, the fact remains that consumption taxes are 
well entrenched in the institutional framework of state tax 
systems.
The federal government joined the states in making use 
of consumption taxes during the Great Depression. The Federal 
Revenus Act of 1932 imposed a federal excise tax on gasoline, 
alcohol, and many manufactured products, and later federal 
revenue acts increased the rate on these taxes. The adopting 
of consumption taxes and the increasing of their rates by the 
federal government was an indefensible policy. This was an
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Inappropriate anti-depression policy, and it conflicted with the 
federal spending program which was pursued to relieve the unem­
ployment problem* The federal tax structure did become more pro­
gressive during the 1933-1937 recovery as a result of increasing 
the rates on income, gift, and death taxes* The important thing 
here is that it was probably undesirable to increase the rate on 
any tax at this time, since unemployment was still high and eco­
nomic forces had not fully regained their pre-depression levels. 
During the 1929-1933 depression, the 1933-1937 recovery, and the 
1937-1938 recession, federal tax collections increased whether 
measured in current prices, constant 1929 prices, or as a per­
centage of income*
Most local tax problems center around the administration 
of the property tax* Attempts were made to maintain property 
tax revenues by increasing property tax rates. The result was 
an increase in foreclosures and tax delinquencies* Changes in 
assessed valuations of property lag behind changes in market 
values of property, and thus, the burden of the property tax 
increases in depression and decreases in prosperity. The pro­
perty tax affects one very important consumption item - resi­
dential housing, and is objectionable on a counter-cyclical 
basis along with other consumption taxes* Many states passed 
homestead exemption laws which decreased the local property tax
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base, giving hone ownerB some relief. In some stateB, such as 
Louisiana, however, local units of government were reimbursed for 
the loss of revenue resulting from homestead exemptions from funds 
secured through new state taxes, some of which were consumption 
taxes. Homestead exemptions also helped to undermine local pro­
perty tax administration* The local tax situation could be im­
proved with important administrative changes)** however, the 
difficulty of bringing about such changes is a serious obstacle 
to the flexible tax system which an economic stabilization policy 
would require.
The 1929-19UO period reveals that important changes have 
to be made in the market for state and local credit if these 
governments are to be able to pursue a coordinated stabilization 
policy. The scarcity and high cost of state and local credit 
reduced the volume of state and local borrowing during the period 
under review. State and local borrowing was below the 1930 level 
throughout the period. State and local units were forced to 
change from long term borrowing to short term borrowing. In 
1932, 57 percent of state and local borrowing was short term
2Mabel Newcomer suggests improving local assessments and 
restoring the old practice of a variable annual tax rate. See 
Mabel Newcomer, "State and Local Financing in Relation to Economic 
Fluctuations," National Tax Journal, VH  (195L), 108-109.
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borrowing as compared to I4O percent in 1930* State and local 
units could not circumvent thoir debt limitations and were re­
strained, in many instances, from issuing revenue bonds. The 
emphasis on self-liquidating projects and the percent inte­
rest on federal loans to state and local governments were deterrent 
factors to state and local borrowing.
Public investments were insufficient to replace the defi­
ciency in private investments during 1929-19140. It was 1936 
before total government spending on public works reached pre­
depression levels. State and local spending on public works held 
up during the first few years of the 1929-1933 depression̂  in 
1931> state and local spending on public works turned downward 
and stayed below the 1929 level of $3 billion until 1938* Federal 
spending on public works did not compensate for the fall in state 
and local spending until 1936.
The salient characteristic of state and local expenditures 
during this period of study was the decrease in state and local 
capital expenditures and the increase in welfare expenditures.
State and local capital expenditures decreased $9U9 million and 
welfare expenditures increased $736 million between 1927 and 
193U* During the 1933-1937 recovery and the 1937-1938 recession, 
state and local capital expenditures remained at low levels and 
welfare expenditures were increased. The stabilizing of state
232
and local capital expenditures is a major problem to overcome.
Net spending of federal, state, and local governments, 
which is an indication of the net effect of government fiscal 
policy, was improperly timed and not coordinated at the three 
levels of government. Even fiscal policy pursued at the federal 
level was not a thoroughly planned program of economic stabiliza­
tion* State and local fiscal policy was unplanned and determined 
with little regard for economic stabilization. TNhatever beneficial 
results society received from total government net spending were 
more by accident than design. Federal fiscal policy had the net 
effect of reducing the flow of income until July, 1930, and it 
was 1931 before federal net spending was of a scale that influ­
enced economic activity. By this time, total state and local net 
spending, which had held up very well, began to fall rapidly.
A coordinated federal, state, and local fiscal policy in 1931 
would have ameliorated the secondary depressionary forces in 1931- 
1933* During 1931-1933, total federal, state, and local net 
spending was decreasing and the tax structure and the spending 
program being conducted tended to minimize the income stimulating 
effect of government net spending. Federal, state, and local 
governments were taxing the consumption stream at an increasing 
rate and federal expenditures on public works were inadequate to 
compensate for the reduction of state and local expenditures on
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public works•
During the 1933-1937 recovery, total government net 
spending was adding to the flow of spending as a result of the 
rising level of net spending at the federal level. After 193U, 
state net spending decreased absolutely and as a percentage of 
total net spending. Local governments did not make a positive 
contribution to the income stream throughout this recovery.
During this time, positive net spending at the state level was 
partially offset by negative net spending at the local level.
The reduction of government net spending and the ensuing
twelve-month recession during 1937 and 1938 would seem to reveal
that government net spending was reduced before economic forces
had fully recovered, and that a basic mistake was made in failing
to resume a higher level of government net spending once the
economic forces turned predominantly downward. A successful
counter-cyclical fiscal program would appear to necessitate
greater flexibility in the timing of government net spending,
and a more rationally planned coordinated federal, state and
local fiscal program. A coordinated plan implies a greater role
for state and local governments in economic stabilizing activity.
B. Factors Which Facilitate the Possibility of a Coordinated 
Federal, State, and! Local 'Fiscal ’tfojgram.   ■
This study of total government fiscal policy reveals
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encouraging factors which indicate the feasibility of a coordina­
ted fiscal program of economic stabilization. These encouraging 
factors are: (l) social and economic conditions fostered a new 
role for federal and state spending; (2) state-local tax and 
spending structures have become more centralized, with state taxes 
a larger ratio of total state-local taxes and state spending a lar­
ger ratio of total state-local spending; (3) federal grants and 
federal loans to state and local governments offer a means by which 
federal, state, and local fiscal policy can be coordinated; (U) 
state aid to local governments offers a way by which state-local 
fiscal policy may be coordinated; (5) states play a greater role 
in economic stabilization than is usually realized; (6) govern­
ment net spending was counter-cyclical in its effect in many 
instances.
The economic conditions of the depressed thirties stimu­
lated a higher ratio of federal-state services to national income, 
and a higher ratio of federal-state services to total government 
services. During 1930-19UO, the ratio of total federal-state 
spending to national income increased from 6 .9 percent to 15*5 
percent. During the 1929-1933 depression, total federal-state 
services increased while national income decreased, and during the 
rest of the period, with the exception of 1937 and 1938, total 
federal-state services were increasing as fast as national income.
The higher level of federal-state spending wa3 a reflection of a 
growing new responsibility - a responsibility for economic sta­
bilization. This responsibility was not accepted fully, and in 
many instances, it was accepted out of necessity only; nevertheless, 
the problem of unemployment was becoming a government responsibility. 
At the federal level, government spending provided relief and jobs 
for the unemployed and aid to banks, railroads, and state and local
; governments. Federal deficit spending, which took place during the
j
Hoover Administration in spite of strong protests, became an accepted 
policy after 1933> and since has become almost an expected policy 
when recession threatens. State spending increased during the period 
because economic conditions gave rise to increased state aid to local 
governments and states assumed functions that had previously been 
local.
Examination of the Louisiana state and local fiscal struc­
ture has revealed the increased centralization of state-loGal fiscal 
structures. StateB, and especially Louisiana, increased the ratio 
of their services to total state-local services and increased the 
ratio of state taxes to total state-local taxes. Total state 
spending was 27 percent in 1932 as compared to 1*6 percent of total 
state-local spending in 19l*2. Louisiana had a highly centralized 
spending structure even in 1932; $1 percent of government expen­
ditures provided in this State were provided at the state level
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and, in 19U2, Louisiana’s state expenditures increased to 59 per­
cent. In 1932, total state tax collections were less than one- 
third of total state-local tax collections; in 19U2, total state 
tax collections were over one-half of total state-local tax col­
lections. During this same time, Louisiana state tax collections 
increased from I4O percent to 67 percent of total taxes collected 
in this state. This increased centralization of state-local fis­
cal activities which took place during the period of the Study has 
continued to the present day, and improves the feasibility of a 
coordinated state-local fiscal program of economic stabilization. 
States are in a better position to pursue a counter-cyclical fiscal 
policy than local governments. States have more and better admin­
istered tax sources, better borrowing facilities, and a more flexible, 
dispersed spending program than local governments. This growth in 
the importance of state fiscal activity relative to local fiscal 
activity is one of the changes associated with a rapidly growing 
industrial society. The increasing demand for highways, education, 
and welfare programs in modern society necessitates increased cen­
tralization at the federal-state-local levels. Whatever may be 
said for or against centralization of government fiscal activity, 
the fact remains that this trend increases the likelihood of a 
coordinated fiscal program of economic stabilization.
State aid to local governments offers a way in which
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state-local fiscal policy may be coordinated* State aid to local 
governments Increased throughout the period of study, and was Im­
portant In keeping local spending from falling in the early years 
of the 1929-1933 depression, and important in maintaining local 
spending during the 1933-1937 recovery. State aid to local go­
vernments was mainly for education, highways, and welfare. State 
aid, which approximately -tripled, during the decade of the thirties, 
has more than trippled since 19b0* State aid could be used to sta­
bilize spending at the local level. When local units decrease 
spending as a result of loss of revenues during a depression, state 
aid to local units could be increased; during inflationary periods, 
state aid could be decreased. State aid to local goveranents could 
be in the form of buying or guaranteeing the sale of local security 
issues as well as direct grants and shared receipts. This would 
further relieve local budgets, and enable them to stabilize 
spending.
Federal grants to state and local governments have vast 
counter-cyclical possibilities. By relieving state and local tax 
and credit structures from the full impact of depressionary forces, 
federal grants enable state and local units to maintain a level of 
spending that otherwise would be impossible. During depressionary 
times, federal grants may be increased and be in addition to federal 
grants that make possible the satisfying of minimum social needs.
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During inflationary periods, federal grants may be decreased to a 
level that would maintain minimum service standards. The matching 
of federal funds with state and local funds could vary with the 
cycle. During a downward turn, federal funds could become an 
increasing share of the total cost of the project; whereas, during 
an upward turn, federal funds could become a decreasing share. 
Federal grants became important during the thirties. Federal 
grants were 22 percent of state-local revenues in 193k and by 1937 
were 26 percent. Capital expenditures of state and local units 
fell 61 percent, excluding federal grants, as compared to 39 per­
cent, Including federal grants. Without federal grants, state 
and local spending would not have turned upward in 193U and 1935 
and would not have regained the 1933 level of spending until 1938.
Federal loans to state and local governments were impor­
tant in maintaining state and local borrowing, and offer another 
way in which federal, state, and local fiscal policy may be coor­
dinated. Federal loans to state and local governments, when pri­
vate loans are not available at reasonable rates, could go a long 
way in overcoming most of the borrowing difficulties experienced 
by state and local governments in the thirties. Federal agencies 
could buy state and local issues when private credit is unavail­
able, or when available only at abnormally high prices, and sell 
state and local issues when the market for them has improved.
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The counter-cyclical aspects of state fiscal policy would 
appear to be more important than usually realized. In the period 
1929-191*0, the net effect of state fiscal policy was to add to the 
income flow in every fiscal year except 1937* State spending 
increased throughout the period, and increased at faster rates than 
state taxes until 1935* During the early years of the depression, 
the State of Louisiana was an example of a state that was pur­
suing an anti-depressionary policy. This State's spending increased 
136 percent while its tax revenues remained practically unchanged 
between 1929 and 1931* The increase in Louisiana state spending 
may be presumed to have had the maximum stimulating effect on 
income because it was primarily in the form of highway spending, 
and this spending was financed from borrowing. In 1931j the State 
of Louisiana spent $58 million, and local governments in the State 
spent another $11 million on highway improvements. There is some 
evidence that this program was instrumental in maintaining income 
payments in Louisiana. Income payments in Louisiana fell absolutely 
and percentage wise less than in most states studied. During the 
recovery, Louisiana's net spending was decreasing and during the 
1937-1938 recession Louisiana's net spending increased, with some 
apparent counter-cyclical effects.
Government fiscal policy during the thirties was not a 
consciously coordinated fiscal program for economic stabilization.
21*0
There were, however, times when the net effect of government fis­
cal policy was counter-cyclical. Government net spending was 
income maintaining during the 1929-1933 contraction and net spending 
probably played an important role in the recovery of economic forces 
in 193U» 1935« and 1936, and again in 1938, If government net 
spending fell short of the mark of preventing undue fluctuations 
in the economy, the stage was being set for a more concerted effort.
Implications
Hie findings of this Study imply that there are serious 
political and institutional reasons why an ideal fiscal program 
coordinated at all levels of government may not be pursued; however, 
there is evidence in support of the belief that some form of a 
rational fiscal program may be achieved within the limitations of 
the present political and economic institutions. The logic of an 
ideal counter-cyclical fiscal policy may imply that economic secu­
rity is desirable at all costs - even to the giving up of present 
economic institutions. This need not be the case, instead, realis­
tically viewed, a coordinated fiscal policy of economic stabiliza­
tion may be an alternative to a socialized economic system. Too 
often, perhaps, a fiscal program of economic stabilization implies 
what should be rather than what is possible. An important result 
of this Study would seem to be the implication that some form of 
coordinated fiscal program may be pursued without basically
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altering state and local tax systems, spending patterns, and 
credit structures. A long-run vision will envisage progress 
in overcoming many of the difficulties of state and local govern­
ments, but the immediate emphasis of this Study is on the find­
ings of this Study that would seem to verify the feasibility 
of a coordinated fiscal program that would work in conjunction 
with other stabilization policies aimed to keep economic fluc­
tuations within limits compatible with the maintenance of a 
democratic political system and a private enterprise economic 
system.
Since the thirties there have been several studies which 
have shown the desirability of a coordinated fiscal policy, and 
certain changes have been suggested that would make possible a 
coordinated fiscal program.^ If some of the proposals of these 
studies are over idealistic in some instances, they have contri­
buted to the interest in the subject and suggested ways in which 
a concerted fiscal program may be made possible. Hansen and 
Perloff suggest a complete rationalization of federal, state,
Ĥansen, State and Local Finance, pp. 200-222; Mabel New­
comer, "State and Local Financing in Relation to Economic Fluctua­
tions," The National Tax Journal, pp. 97-109} M. White and A. White, 
"The Impact of Economic Fluctuations," The National Tax Journal,
VIE (195k), pp. 17-29} G. Mitchell, 0. Letterer, and E. Domar,
"State and Local Finance," Public Finance and Full Bnployment, 
Postwar Economic Studies No. 3 (Washington: ti. 5. Government 
Printing 6ffice, 19h$), pp. 122-130.
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and local tax structures, state support of local credit, federal 
support of state and local credit, rationalization of state and 
local debt limitations, changes in budgetary practices, establish­
ment of reserve funds, and long range public works planning and 
programming. ̂ As desirable and interesting as these ideas may 
be, some of them are not immediately possible. Mabel Newcomer 
suggests that states can assist local governments by broadening 
the tax power of local governments, restoring the local tax base 
of real estate, which is now exempt under various homestead and 
industrial exemptions, removing restrictive tax limits, assisting 
in improving local a ssessments, substituting flexible state ad­
ministrative controls for the more rigid debt limits, allowing 
state aid for public assistance and education, and making use of 
federal loans and equilization grants.5 a study made by George 
A. Mitchell, Oscar F. Litterer, and ihrsey D. Dormar concludes that 
a coordinated fiscal policy necessitates a thorough rationaliza­
tion of federal, state and local fiscal relations,6 and L. Shere
Ŝtate and Local Finance» pp. 200-222; pp. 21*3-283.
-Newcomer, o£. cit., p. 109.
M̂itchell, Litterer, and Dormar, o£. cit., p. 126.
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suggests that a tax reserve plan could provide the means that 
would enable state and local governments to pursue a consciously 
planned policy of stabilization.7 Such a tax reserve plan would 
call for tax revenues exceeding spending during periods of pros­
perity, aid the use of these reserves to retire the debt or to 
finance spending during periods of depression. Another excellent 
study emphasizes the desirability of an elastic local revenue 
system and substantial reserves as a way to pursue a rational 
local fiscal policy. 8 In 191*6, the State of New Yoric inaugurated 
a fiscal program known as the Moore Plan which had the purpose of 
alleviating cyclical fluctuations.? This Plan essentially called 
for the replacement of the present system of shared tax revenues 
with a per capita grant program, the increasing of state aid for 
the purpose of welfare, and the establishment of a tax stabiliza­
tion reserve fund.^
L̂. Shere, “Tax Reserve for State and focal Governments," 
National Tax Association Proceedings, yPCVIII, 191*5 (Washington: 
National Tax Association, 191*6), pp. 187-199.
M̂. White and A. White, "The Impact of Economic Fluctua­
tions," The National Tax Journal, pp. 17-39.
9David M. Blank, "Reform of State-Local Fiscal Relations 
in New York," The National Tax Journal, HI (1950), pp. 326-31*7J 
and IV (1951), pp. 77-91.
lOlbid., p. 326.
All of these studies and the proposals arising out of 
them have much to recommend them. If there is a criticism it is 
concerned with the impractical!ty of some of the proposals. The 
possibility that state and local tax structures can be basically 
altered is unlikely.^ Tax improvements, such as the separation 
of tax sources, the uniformity of the tax base, the sharing of 
tax sources, and better administration of the property tax might 
be expected. At the present, it may be advisable to adjust to 
state and local tax systems rather than anticipating immediate 
reform. The economic drag that state and local tax systems 
represent from a counter-cyclical viewpoint during depressionary 
times does not remove the social and political fact that state 
and local services need to be financed. The alternative may be 
the assumption of financial support of state and local services 
by the federal government - a trend that probably needs no 
encouraging. State and local tax structures may even offer some­
thing to economic stability by alleviating inflationary pressures 
when they are dominantj although, this was not a justification for 
the adoption of consumption taxes and increasing the rates of con- 
3unq)tion taxes during the thirties, and is not an argument for
■̂ Newcomer, "State and Local Financing in Relation to 
Economic Fluctuations," The National Tax Journal, p. 102.
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these taxes. The case that is being made is that these taxes 
are imbedded in the tax systems of state and local governments 
and it may be difficult, if not impossible, to change present 
thinking concerning them; furthermore, it is not necessary to 
remove these taxes for a coordinated fiscal program to be pursued.
Another difficulty in state and local fiscal structures 
that may offer resistance to change is the legal limitations on 
state and local debt. Local debt is usually limited to a fixed 
percentage of assessed value of taxable property, and state debt 
is usually subject to a referendum or to a 2/3 vote of the legis­
lature. Excellent proposals have been made to put state and 
local debt limitations on a more rational and flexible economic 
basis. Hansen and Perloff suggest local debt be limited to a 
certain percentage of total revenues over a five year moving 
average.12 Newcomer recommends the replacement of the fixed 
limitations on state and local debt by establishing state and 
local commissions which would govern debt limits.13 Both of 
these proposals would give state and local governments more 
flexibility in their capacity to incur debt. Legal limitations
Instate and Local Finance, pp. 206-207.
l̂ Newcoraer, o£. cit., pp. 105-106.
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on state and local debt have evolved out of conditions of the 
past and are based on traditional attitudes concerning borrowing. 
As state and local officials become better informed* and there 
are reasons to believe this may be the case*3  ̂ improvements in 
debt limitations may be made. Legal limitations probably are not 
the primary reason why state and local governments fail to pursue 
deficit spending during a depression; the main reason is a lack 
of a desirable market for state and local securities.
The market difficulties experienced by state and local 
governments during the thirties reveal that federal support of 
state and local credit is probably necessary if state and local 
governments are to make a positive contribution to economic sta­
bility. A federal agency might be established for this purpose.^ 
The corporation would be empowered to purchase or guarantee state 
and local securities when there is a weak market and sell or 
fail to guarantee state and local issues when the market is 
strong. This should be a permanent institution* and its per­
manence would aid in eliminating a great deal of the uncertainty 
that prevails in the market for state and local securities.
^Ro86, Financing Highway Improvements in Louisiana, 
p. 17; Newcomer, oj>. cit., p. 109.
•̂ Hansen* State and Local Finance, p. 203•
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Loans by the federal agency should not be restricted to self- 
liquidating projects as they were in the thirties. The es­
sential criterion for a loan should be the long-run capacity of 
the state or community to pay off the loan at reasonable rates.
Another way in which the market for state and local 
securities could be improved would be that of permitting state 
and local issues to be used as collateral for commercial bank 
loans from Federal Reserve Banks.^ Federal Reserve Banks could 
determine whether a specific'state or local bond issue would be 
eligible for Federal Reserve loans. The securities held or 
guaranteed by the federal credit institutions could be made 
eligible for further discounting.
One way in which state and local units might stabilize 
their expenditures over the cycle would be to accumulate cash 
reserves during prosperous times and use these reserves to fi­
nance deficit spending during depressionary periods. Such 
reserves or stabilization funds have much to commend them, and 
some states have attempted to establish programs for reserve 
funds*17 The experience has been, however, that cash reserves
l6Ibid.. p. 20$. 
^Ibid.. p. 2lij-21$
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are difficult to accumulate and y/hen accumulated are difficult 
to carry over from year to year, and are usually dissipated for 
other purposes before they are needed for stabilization purposes* 
The resistance that may be encountered in changing state 
and local tax and credit structures, and the unlikelihood of 
extablishing a reserve or stabilization fund does not make impos­
sible a coordinated federal, state, and local fiscal program.
Such a program is feasible if a rational attempt is made to 
maintain or to increase state and local capital expenditures 
during depressionary times. Federal support of state and 
local credit on an adequate scale would be a rational approach 
to the problem. One of the most encouraging signs that state 
and local capital expenditures may be maintained or increased in 
a future recession or depression is that of the development of 
a National System of Interstate Highways. Recent legislation 
provides federal expenditures of $27,839 billion for highway 
purposes for the next 13 y e a r s .18 The major portion of these 
funds must be matched on a 10 percent basis by state funds, but 
in the case of regular federal aid, which is continued and ex­
panded under this program, the matching requirement will continue
■^Federal Aid Highway Act of 1956, Public law 627
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to be 50 percent of the cost of each project. A study committee 
reported to the Commission on Intergovernment Relations that the 
federal government "should confine its regular highway aid to con­
struction of the National System of Interstate Highways on a basis 
in which the States will bear not less than half the construction 
costs."!? Committee notes the important role this System 
may play in economic stabilizations
We believe that Federal expenditures on highways 
when necessary for economic stabilization pur­
poses should be made through regular channels and, 
initially at least, confined to the National Sys­
tem of Interstate Highways...The National Govern­
ment should encourage and facilitate the advance 
planning of highway programs and the building up 
of a shelf of deferrable projects on all highway 
systems which can be implemented as necessary for 
stabilization purposes.20
It has been estimated that total federal, state and local expen­
ditures of fifty billion dollars are necessary to eliminate the 
present deficiencies in highway construction,2! and one hundred 
and one billion dollars is needed to bring highway construction 
up to current needs and to provide for the future growth of the
!?Commission on Intergovernmental Relations, A Study 
Committee Report on Federal Aid to Highways, p. £.
2QIbid.. p. 29. 
21Ibid.. p. 17.
economy for the next ten years.22 This program may provide the 
necessary machinery, technical assistance, and long-run planning 
that is needed for a coordinated federal-state program of govern­
ment construction expenditures, which can be used for counter­
cyclical purposes. Such a program may serve as an important 
outlet for private savings and also provide for the highway 
needs of this country.
As has been mentioned before, this Study reveals that 
federal loans and grants to state and local governments, and 
state loans and grants to local governments for the purposes of 
education, highways, and public welfare are the means by which 
a coordinated fiscal program may be possible. Federal loans and 
grants and state grants performed stabilization roles in the 
thirties and have continued to grow in importance. One important 
csson why state and local governments should be placed in a 
jsition to make a positive contribution towards economic sta- 
a.’.liv-y is that at the state and local levels traditional public 
services - highways, education, and public welfare - are badly 
needed. A fiscal program coordinating state and local govern­
ment action with federal government action will provide for 
social needs as well as keep cyclical fluctuations within social
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limits. W. D. Ross has concluded:
If it should ever again become necessary for the 
federal government to make large expenditures for 
public works as a means of combating a major re­
cession or threat of depression, it may be that 
such action should be planned as a thoroughly 
integrated program to be conducted simultaneously 
at the federal, state and local levels of govern­
ment. The major share of the operations of such 
a program might well be administered at the state 
and local levels. Such a procedure could be effi­
cient from an administered standpoint and almost 
certainly would assure a more accurate job of 
matching expenditures with legitimate priority 
local needs. Counter-cyclical fiscal policies 
and efficient administration need not be 
inc ompatable.23
The major responsibility for economic stabilization lies at the 
federal level. However, the federal government by operating 
through grants and loans can ease the burden at the federal level 
and provide stability without basically altering state and local 
administrative responsibilities.
Finally, a coordinated fiscal program at the federal, 
state, and local levels is desirable and feasible without basically 
altering fiscal structures and fiscal responsibilities. Federal 
support of state and local credit, the establishment of the National 
System of Interstate Highways, and the already vast and increasing 
program of federal and state grants for the purposes of highways,
^Ross, Financing Highway Improvements in Louisiana, p. 17•
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education, and public welfare offer the means by which concerted 





Total Net Income-Increasing Expenditure of All Government 
Units by Months, 1929-1939*
(in millions)
1929 1930 1931 1932 1933
January 1*0. UD 13.9 175.1* 139.1* 176.1
February 73.1*b 61.5 195.7 189.0 171.7
March 91*.3° 110.0 262.6 271*. 2 272.9
April 9l*.l*° 97.0 367.1 227.2 108.6
May 10l*.5° ■-15.9 213.1* 11*5.2 233.5
June 7.5° •-13.0 -2.3 203.3 136.3
July 25.3 2l*l*.l* 2li*.6 11*3.7 81.6
August 2l*.6 :L16.U 23U.6 23U.7 1*8.9
September 1*7.7 :L19.2 29l**7 138.6 68.6
October 61.8 :178.5 131.1 137.1 113.3
November •19.5 61*. 8 151*. 5 76.9 -8 7.0
December 8.3 116.7 105.1* 266.2 162.8
Calendar year 562.7° 1093.5 231*6.8 2175.5 11*87.3
Fiscal year ---  1*01.7 2051.9 2313.2 2096.3
1931* 1935 1936 1937 1938 1939
January U33.9 338.3 i*2l*.7 26U.0" 267.5 271.0
February 325.6 271.2 126.1 196.0 30.6 339.1
March 377.9 302.2 213.8 36.7 297.7 378.1
April 179.1 323.6 l*0l*.2 28.1 32.3 22l*.0
May 196.2 170.3 289.7 59.0 57.6 35U.O
June 286.5 353.1* 51*7.7 107.8 329.3 320.6
July 332.8 256.8 1*1*5.5 6.3 27U.3 316.2
August 26U.7 181*. 1* 30l*.l -66.8 302.0 391*. 1
September 206.1 271.5 326.0 96.6 309.7 236.3
October 219.7 321.2 3l*l*.6 61.0 307.1 103.1
November 318.1 158.0 266.3 -1*6.2 211.8 397.9
December 31*1.7 335.0 365.7 58.5 297.5 318.1
Calendar year 31*82.3 3191*. 9 1*058.1* 801.0 2699.1* 3652.5
Fiscal year 2187.1* 3351.1 . 3,3.1, 271*3.8 1106.1* 3589.2
Sources Villard, Deficit Spending and the National Income, 
p. 323.
alncludes Net Income-Increasing Expenditure of the federal 
government, changes in federal government trust funds, and the change 
in both the long-and-short-term issues of state and local governments*
Încomplete
TABLE H
Net Income—Increasing Expenditure of State and Local Governments
(in millions)
1929 1930 1931 1932 1933 1934 1935 1938 1937 1938 1939January 4o.4 62.8 73.9 41.2 8.8 3^7 67.8 109.8 21.8 154.9 -10.0
February 73 .A 101.1 82.3 42.2 18.5 62.0 8.0 -30.2 92.8 58. 4 90.1
March 94.3 125.8 132; .6 103.7 76.5 111.1; 90.8 41.1 8.1 160. 4 44.1First Quarter 208.1 289.7 290.8 187.1 103.8 209.1 166.6 120.5 122.7 373.7 122;.2April 94.4 118.4 197.5 ia.6 -106.1 -98.1 -10.0 8i.u -73.3 -144-5 -82.0May 104-5 34.5 UU.o -24;* 1 U5-8 -27.9 -94.0 -129.2 13.7 -67.9 -17.0June 7.5 11.2 -173.1 10.7 -71.8 9.0 -16.1 -11.7 23.1 21.7 -12.2;Second Quarter 206.2; 162;. 1 68.2; 8.2 -132.1 -117.0-120.1 -59.5 -36.5 -190.7 -111.4July 92.7 169.5 60.8 9.3 -8.6 54.8 54-1 U3.5 -32;. 8 56.3 -13.8August 85.6 U7.5 66.2 76.8 -19.8 39.1 22.5 -35.5 —];8.9 13.0 86.1September 118.1 5o.U 109.6 37.1 19.1 21.3 9.6 34.8 61;. 9 60.7 -4.7Third Quarter 296.2; 267.2; 236.6 123.2 -9.3 115.2 86.2 42.8 -18.8 130.0 67.6October 121.8 117.1; -4.1' 18.7 11.6 -63.5 31.2 -0.3 —0*5 13.1 -175.9November 29.3 -23.2 22.3 -73.2 -238.9 12;.!; -78.3 -49.3 —63.O —2(1.2 118.9December 36.1 29.1 -17.1 89.2 -73.3 21.2 66.7 61.7 -32;. 4 -19.5 -21.9Fourth Quarter 187.2 123-3 1.1 34-7 -300.6 -27.9 19.6 12.1 -99.9 -47.6 -78.9Annual 'Total 898.1 844-5 596.9 353.2 -338.2 179.U 152.3 115.9 -32.5 265.4 1.5Fiscal year
(ending in June) 1037.1; 749.9 433.0 129.6 -217.8 2;3.8 166.8 lia.l 62;.3 95.2
Source: Villard, Deficit Spending and the National Income, p. 293,
TABLE HI
Net Income-Increasing Expenditure of the Federal Government
(in millions)
Month 1929 1930 1931 1932 1933 1931* 1935 1936 1937 1936 J 1939 191*0January —1*8.9 101. £ 98.2 167.3 398.2 270.5 315.1 21*2.2 112.6 281.0 3U9.0
February -39.6 113.1* 11*6.8 153.2 263.6 263.6 156.3 103.2 -27.8 21*9.0 23l*.0
March -15.8 128.0 170.5 196.1* 266.5 211.1* 172.7 28.6 119.3 33U.O 257.0
April -21.1* 169.6 185.6 21U.7 277.2 21*2.6 322.8 101.1* 176.8 306.0 25U.O
May -50.1* 169.1* 189.3 187.7 221*.1 261*. 3 1*18.9 1*5.3 125.5 371.0 292.0
June ----- -21*.2 170.8 192.6 208.1 277.5 369.5 559.1* 81*. 7 307.6 333.0 219.0
July -67.1* 71*. 9 153.8 131*.1* 90.2 278.0 202.7 1*02.0 1*1.1 218.0 330.0 283.0
August -61.0 68.9 168.1* 157.9 68.7 225.6 161.9 339.6 -17.9 289.0 308.0 326.0
September -70.1* 68.8 185.1 101.5 1*9.5 181*. 8 261.9 291.2 31.7 21*9.0 21*1.0 326.0
October -60.0 61.1 135.2 118.1* 101.7 283.2 290.0 31*1*. 9 61.5 291*. 0 279.0 1*15.0
November -1*8.8 88.0 132.2 150.1 151.9 303.7 236.3 315.6 18.8 253.0 279.0 1*1*1.0
December -27.8 87.6 122.5 177.0 236.1 320.5 268.3 30l*.0 92.9 317.0 31*0.0 580.0
Total -335.U -21*9.0 171*9.9 1822.3 1825.5 3302.9 301*2.6 391*2.5 833-5 21*31*.0 3651.0 3976.0
Fiscal year -535.7 1302.0 1880.2 1966.7 21*05.2 3217.3 3366.3 2602.7 101*2.1 3l*9l*.0 3382.0




Total Government Net Spending Compared With Selected 
Economic Variables, 1929-19U0
Govt, Jfet Personal Income Industrial fiuployraent Wholesale
Spending! Income Payments Production2 Index Prioe

































liO.U 85.1 100.0 108 99.8
73.li 8U.6 100.0 108 100.3
9U.3 85.2 100.0 108 100.9
9k*h 85.2 100.0 110 101.7
10U.5 8U.5 100.0 112 102. U
7.5 85.1 100.0 113 102.7
25.3 86.3 100.0 nil 102.8
2U.6 86.9 100.0 nli 102.7
U7.7 86.U 100.0 112 102. U
61.8 86.3 100.0 no 101.3
-19.5 83.6 100.0 105 99.3
8.3 82.8 100.0 100 96.9
562.7 1022.0 100.0 110 101.1
13.9 81.7 98.5 100 95.6
61.5 80.9 97.3 100 93.9
110.0 79.6 95.6 98 92.9
97.0 80.0 95.0 98 92.U
-15*9 78.9 9U.0 96 91.il
•13.0 77.5 92.3 93 89.7
2UU.U 75*3 90.U 89 86.6
ltf.li 7U-3 89.U 86 81i*ii
119.2 73.7 88.6 85 83.U
178.5 72.U 87.2 83 82.2
6U.8 70.6 85.6 81 81.1
116.7 69.5 8U. 3 79 80.1
1093*5 8UU.9 91.5 91 87.8
175.U 68.5 83.1 78 78.3
195*7 68.1 82.3 79 77.8
262.6 72.0 85.9 80 77.9
367.1 72.U 85.5 80 78.0
213.U 67.7 80.ii 80 77.8































Govt. Net Personal Income Industrial 
Spending Income Payments Production 






±contJJuly 2l2*»6 61*.!* 76.6 76 75.1 72.0
August 23U.6 62.2 7U.9 73 7U.1 72.1
September 29U.7 61.0 73.1 70 72.8 71.2
October 131.1 59.9 72.0 68 70.3 70.3
November 15U.5 59.2 71.3 67 69.3 70.2
December 105. k 57.8 70.2 66 69.U 68.6
TOTAL 231*6.8 778.6 77.8 75 7U. 1* 73.0
1932
January 139.1* 56.6 1*9.0 61* 69.1 67.3
February 189.0 55.5 1*3.0 63 70.3 66*3
March 27U.2 53.7 U.30 62 69.3 66.0
April 227.2 52.1* 1*3.0 58 67.1 65.5
May 11*5.2 50.7 1*1.0 56 61*. 6 61*. 1*
June 203.3 1*8.3 1*2.0 51* 62.5 63.9
July 11*3.7 1*6.9 1*1 .0 53 60. i* 61*. 9
August 23U.7 1*6.1* 39.0 5U 61.8 65.2
September 138.6 1*6.2 38.0 58 65.1 65*3* \ 1
October 137.1 1*5.5 1*1 .0 60 66.3 61*.U
November 76.9 1*5.3 38.0 59 65*5 63.9
Deoeaber 266.2 1*1*.6 38.0 58 61*.3 62.6
TOTAL 2175.5 592.1 1*1 .0 58 65.5 61*. 8
1933
January 176.1 1*1*.9 1*1 .0 58 62.6 61.0
February 171.7 1*3.8 35.0 57 63.7 59.8
March 272.9 1*2 .6 35.0 51* 61.5 60.2
April 108*6 1*3.6 36.0 58 62.9 60.1*
May 233.5 51**7 37.0 68 65*8 62.7
June 136.3 1*7.6 39.0 78 70.2 65.0
July 81.6 1*8.$ 1*0.0 85 7l*.9 68.9
August 1*8.9 1*8.2 37.0 82 79.6 69.5
September 68.6 1*8.2 1*0.0 77 83.2 70.8
October 113.3 1*8.1 l*l*.o 73 82.8 71.2
November 87.0 1*8.1* 1*1 .0 69 79.5 91.1
Deoeaber 162.8 50.0 1*3 .0 70 77.6 70.8
TOTAL 11*87.3 559.6 39.0 69 72.0 67.6
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TABLE IV (continued)
Govt. Net Personal Inceme Industrial Employment Wholesale
Spending Income Payments Production Index Price
(Millions) (Billions) 1929=100 1935-1939 1923-‘25 Index
 ____________________________ 3100 =100_____1926=100
1$3U
January 1*33.9 51*5 1*7.0 72 78.3 72.2
February 325.6 52.2 1*2.0 75 61.1* 73.6
March 377.9 52.9 1*3.0 79 81*. 0 73.7
April 179.9 52.6 l*l*.o 79 85.1* 73.3
May 196.2 53.5 1*3.0 80 85.9 73.7
June 286.5 53.1* 1*5.0 79 85.2 7l*.6
July 332.8 51*. o 1*6.0 73 83.1* 71*. 8
August 261*.7 53.7 1*1*.0 72 83.0 76.1*
September 206.1 52.9 1*6.0 70 78.1 77.6
October 219.7 53.2 5o.o 71 80.8 76.5
November 318.1 53.1* 1*5.0 72 80.8 76.5
December 3U1.7 5U.0 1*8.0 77 82.3 76.9
TOTAL 31*82.3 637.3 1*5.0 75 82.1* 7l*.9
1935
January 338.3 55.5 69.0 83 81*.l 78.8
February 271.2 57.3 70.0 85 85.3 79.5
March 302.2 58.0 70.0 81* 85.7 79.1*
April 232.6 59.5 70.8 82 85.6 80.1
May 170.3 59.7 70.3 83 81**6 80.2
June 353.1* 56.7 70.2 81* 83.7 79.8
July 256.8 59.9 70.0 81* 85.0 79.1*
August 181*.!* 60.9 72.1 87 86.1 80.5
September 271.5 61.3 72.9 89 86.3 80.7
October 321.2 61.5 7l*.2 92 87.3 80.5
November 158.0 61.9 75.0 91* 88.1 80.6
Deoeaber 335.0 62.6 75.9 95 88.7 80.9
TOTAL 319l*.9 7U*.8 71.7 87 85.9 80.0
1936
January 1*21*. 7 62.9 75.8 91* 9l*.6 80.6
February 126.1 63*3 76.5 92 93.3 80.6
March 213.8 63.7 77.7 93 93.6 79.6
April l*0l*.2 6U.1* 78.5 98 95.1 79.7
May 289.7 65.1* 79.8 100 96.7 78.6
June 51*7.7 76.1 93.1 103 97.9 79.2
July 1*1*5.5 72.5 88.3 101* 99.8 80.5
August 30l*.l 69.1 83*5 106 100.6 81.6
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TABLE IV (continued)
Govt* Net Personal Income Industrial Employment Wholesale
Spending Income Payments Produotion Index Price













July- 6.3 7 5.9
August -66.8 76.3























83.6 108 101.6 81.6
81**8 110 102.1* 81.5
85.8 113 10l*.l* 82.1*
87.2 116 106.9 81*.2
82.9 103 98.9 80.8
86.5 116 107.3 85.9
87.6 118 108.1* 86.3
89.9 120 109*8 87.8
89.6 120 111.0 88.0
89.3 121 111.8 87.1*
90.1 119 111.2 87.2
90.5 120 112.3 87.9
91.0 119 111.7 87.5
89.6 115 110.3 87.1*
88.8 107 107.8 85*1*
86.7 96 103.7 83.3
81*. 9 87 97.9 81.7
88.7 113 108.6 86.3
57.0 85 93.0 80.9
51.0 81* 91.9 79.8
5U.0 81* 90.1* 79.7
55*0 82 88.2 78.7
52.0 81 86.1* 78.1
56.0 81 85.2 78.3
55.0 86 86.0 78.8
52.0 90 87.9 78.1
57.0 93 89.1* 78.3
59.0 96 90.2 77.6
55.0 ■ 100 92.8 77.5
61.0 101 9U.1* 77.0
55.0 89 90.5 78.6
57.0 101 9l*.6 76.9
52.0 101 91*. 3 76.9
57.0 101 9U.0 76.7
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TABLE IV (continued)
Govt. Net Personal Income Industrial Employment Wholesale
Spending Income Payments Production Index Price
(Millions) (Billions) 1929=100 1935-1939 192>'25 Index
=100 =100 1926=100
1939 fcont. ) 
k i r i i 32U.0 70.6 57.0 98 93.8 76.2
May 35U.O 71.5 5U.0 98 93-3 76.2
June 320.6 71.8 59.0 103 9U-3 75.6
July 316.2 71. U 57.0 105 95.3 75.1*
August 39U.1 72.6 51*. 0 105 96.0 75.0
September 236.3 73.8 6o.o 111* 97.5 79.1
October 103.1 7U.6 62.0 121 101.2 79.1*
November 397.9 75.5 58.0 121* 103.1* 79.2
December 318.1 76.0 69.0 125 101*. 1* 79.2
TOTAL 3652.5 870.5 58.0 108 96.8 77.1
lgg
January ___3 76.0 62.0 122 107.6 79.1*
February 76.5 57-0 116 105*8 78.7
March 75.9 61.0 113 101*. 0 78.1*
April 75.9 61.0 112 102.8 78.6
May 76.6 59.0 116 102.8 78.1*
June 77.0 61**0 122 - 103.9 77.5
July- 77*6 63.0 122 105.1 77*7
August 78.8 60.0 121* 107.1* 77.1*
September 79.5 66.0 127 108.9 78.0
October 81.1 69.0 130 111.1* 78.7
November 81.8 65.0 13U 111*.2 79.6
December 81*.0 77.0 139 116.6 80.0
TOTAL 91*0.7 61*.0 123 107.5
Source: Board of Governors of the Federal Reserve System.
Federal Reserve Bulletin, September, 19l*l, p. 93uj 
Data for Industrial Production; United States Depart­
ment of Commerce, Supplement, Survey of Current Business, 
1930, 1936, 1938, 19u0, 19l*2, Data for income Jiinploy- 
aent, and Price Index; Villard, Deficit Spending and 




■Wenuaent net spending is the difference between Income- 
increasing expenditures and income-decreasing revenues at the fede­
ral, state, and local levels* At the federal level, income-increas­
ing expenditures exclude debt retirement, Beconstruction Finance 
institutions, and banks, and government purchases of stocks in 
Home Loan Banks and Federal Savings and loan Associationsj income- 
decreasing revenues exclude proceeds from borrowing, estate taxes, pro­
fits resulting from reducing the gold content of the dollar, and 
part of the Panama Canal tolls* At the state and local levels, 
government net spending is measured by the changes in state and 
local debt*




Total Net Government Spending, Federal Net Spending, State Net Spending, and Local Net Spending, 1929-191*0
(in millions)
1929 1930 1931 1932 1933 1931*ALL LEVELS 
Net Spending! 633.3 21*17.0 2628.2 2205.7 2833.2FEDERAL LEVEL Net Spending -535.7 1302.0 1880.2 1966.7 21*05.2STATE-LOCAL LEVEL Total Spending? 8711*. 010 oi—io•-3coCO 8763.on 81*03.0 721*3.0 781*2.0
Total Aevenuel* 7093.OlO 7671*.olo 761*8. oil 7655.0 700l*.0 7l*H*. 0
Net Spending? 1621.0 1169.0 1115.0 71*8.0 239.0 1*78.0STATE LEVEL Total Spending® 2061.0 2290.0 2509.0 2829.0 311*5.0 31*61.0Total Aevenue7 191*0.0 2130.0 220I4.O 2319.0 21*05.0 21*88.0Net Soending? 121.0 160.0 305.0 510.0 71*0.0 873.0LOCAL LEVEL” Total Open'ding9 7300.0 7200.0 7100.0 6375.0 5200.0 5699.0Total Revenue7 ^800.012 6191.012 6290.013 6181.0 5700.0 6280.0
Net Spending? 1500.0 1009.0 800.0 191*. 0 -500.0 -581.0
193J> 1936 1937 1936 1939 0
-zt0\rl
ALL LEVELS 
Net Spending 31*76.3 3W*1*.7 2UW4.7 772.1 3815.0 3818.0FEDERAL LEVEL 
Net Spending 3217.3 3366.3 2602.7 101*2.1 3l*9l*. 0 3382.0STATE-LOCAL LEVEL 
Total Spending 8172.0 8501.0 9178.0 9988.0 10852.0 1121*0.0Total Revenue 7913.0 81*12.0 9336.0 :10258.0 10531.0 1080l*.0Net Spending 259.0 89.0 -158.0 -270.0 321.0 1*36.0STATE LEVEL Total Spending 3662.0 3862.0 1*066.0 1*598.0 5073.0 5209.0Total Revenue 2896.0 330U.0 3983.0 1*660.0 1*865.0 5070.0Net Spending 766.0 558.0 83.0 -138.0 208.0 139.0LOCAL LEVEL Total Spending 5878.0 6056.0 61*81.0 6906.0 7296.0 7685.0Total Revenue 61*25.0 6561*.0 6861*.0 7162.0 730U.0 71*1*6.0
Net Spending -51*5.0 -508.0 -383.0 -151.0 -8.0 239.0
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TABLE V (continued)
Sources: U. S. Department of Commerce, Bureau of Census,
Financial Statistics of States, Historical Sta-
v p p m a M a M H  m m *  m m m m ^m m m '  «m i m m m m m m * * m « * m  m m i ^ mtistics on State and Local Government Finance, 
1902-1953; Postwar Studies No. P* 115> êc. •
3 19U5, Board of Governors of Federal Keserve 
System; Villard, Deficit Spending and the National 
Income, p. 289•
T̂otal net spending will include federal net spending and total 
State-Local net spending. See footnotes 3 and
HI.
2Villard's data are used for federal net spending. See Table
3lncludes only direct spending at both levels in order to 
avoid double counting. Therefore, state aid spending to local govern­
ments and local spending to state governments are excluded.
Încludes only revenues from state and local sources. State 
aid to local revenues and local revenues to state revenues have been 
deducted in order to avoid duplication. In 1929-l931j only state aid 
to local revenues could be estimated.
R̂epresents the excess of total spending over total revenues.
Încludes state aid expenditures, but excludes expenditures 
for debt retirement.
7Excludes revenues from borrowing and federal aid.
8Local data for years 1929-1931 were taken from Postwar 
Economic Studies, No. 3, Board of Governors of the Federal Reserve 
System, p. 115•
Încludes only direct spending for 1932-19iiO; 1929-1931 spending 
may include total spending.
lODerived by deducting 1927 state and local inter-government 
transfer from total state and local data, since data for state and 
local inter-government transfers are not available in this year.
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TABLE V (continued)
^Derived by deducting 1932 state and local inter-government 
transfer from total state and local data, since data for state and 
local inter-govemraent transfer are not available in this year.
^Federal aid in 1927 is deducted since data are not 
available in this year.
^Federal aid in 1932 is deducted since data are not available in this year.
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TABLE VI
Changes in State Revenues and State Expenditures of 13 
Southern States During Cyclical Fluctuations of 1929-1938
___________________(in thousands) ______ ______
% Change i> Change % Change
1929 1931 1937 1938 •29-'31 •31-«37 •37-'38
Alabama
2605k1*Severnieŝ 29527 k9692 60166 -11.8 90.7 23.1
Expenditures* 1*3675 35519 k9958 58968 -18.7 1*0 .6 18.0Difference ll*lli8 91*65 266 -1198 -33.1 -97.2 -550.0
ARKANSAS
231*13̂Revenues 2121*7 29335 32750 10.2 25.3 11.9
Expenditures U3590 1*5688 26633 3kl22 25.k -51.3 28.1
Difference 2231*3 31275 • -2702 1372 kk.5 -110.2 150.7
FLORIDA
23708k$evenues 25351 1*6636 53332 -6.5 96.7 lk.k
Expenditures 25833 2781*9 k95l3 52727 7.8 77.8 6.5
Difference 1*81 • 1*11*1 2877 -605 760.9 -30.5 -121.0
GEORGIA
32290^Revenues 27360 37167 5kkk3 18.1* 151.0 1*6.1*
Expenditures 27732 1*0953 k0396 6111*5 k7 -7 -1.1* 51.3
Difference 372 8663 3222 6702 2228.8 —62.8 108.0
KENTUCKY
373575Revenues 3U279 53k62 58955 11.9 k3.1 10.3
Expenditures 37739 1*1920 k761*3 51130 10.9 13.7 7.3
Difference 3k6o 1*563 -5819 -7825 31.9 -2275.3 -3k .k
LOUISIANA
30021kRevenues 30173 69962 781*3k -1 .0 133.0 12.1
Expenditures 35U78 83687 7k60l* 8681*0 135.8 -10.9 16.1
Difference 5305 53666 k61*2 81*06 911.6 -91. k 81.0
MISSISSIPPI
16105kRevenues 17595 26001* 30353 —8.5 61.5 1.7
Expenditures 237U5 22680 1*1*261 1*8918 -k.5 95.2 10.5
Difference 6150 6575 18257 18565 6.9 177.7 .01*
NORTH CAROLINA
3782l*kRevenues 39681* 821*51 83995 -k.7 118.0 1.8
Expenditures 1*7723 kkk69 7k7l*l 86119 -6 .8 68.1 15.2
Difference 8039 661*5 -7710 2121* -17.3 216.0 128.0
OKLAHOMA
33278kRevenues 32112 61*81*0 709k8 3.6 9k. 8 9.k
Expenditures 33211 1*3261 71*180 85560 30.3 71.5 15.3
Difference 1099 9983 921*0 11*612 808.1* -7.k 58.2
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TABLE VI (continued)
% Change % Change 
•29-'31 •31-137
% Change
1929 1931 1937 1938 •37-'38
SOUTH CAROLINA
25089̂Revenues 20533 30117 32530 22.2 20.0 7.9
Expenditures 27176 38297 25U97 1*6525 1*0.9 -7.3 31.1
Difference 661*3 13208 -5620 13955 98.2 -101*. 2 31*9.0TENNESSEE
3692i|SRevenues 32158 l*239l* 52388 H*.9 11*.8 23.5
Expenditures 1*6510 55291* U6779 561*58 18.9 -15. k 20.7
Difference 11*352 18370 1*395 1*070 28.0 -76.1 -7.2
TEXAS
97758kRevenues 901*31 11*3363 15811*1 8.1 1*6.7 10.3Expenditures 106623 92875 153781* 161*363 -H*. 9 1*1*.2 6.9
Difference 16192 —1*883 101*21 6222 —698.I* ■ 313U.1 -1*0.3
VIRGINIA
U2U37kRevenues 1*7112 57331* 61223 -9.9 35.1 6.8
Expenditures 37986 1*3660 5651*3 620l*6 28.1 19.1* 9.7
Difference -9126 1223 -791 82? 86.6 161*. 7 20I4.O
Source: United States Department of Commerce, bureau of the
Census, Financial Statistics of States, 1929, 1931. 
1937, and 1936.
Êxcludes revenues from federal government and revenues from 
borrowing.
pIncludes direct state expenditures and state aid to local 
governments.
3The excess of expenditures over revenues.
În 1931 government grants to s tates were not segregated 
into federal and local grants; therefore, data for 1931 excludes 
state revenue from local sources.
Încludes federal aid to state governments.
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TABLE VII
Changes in Selected Economic Variables in All States and 13 
Southern States in Selected Years, 1929-191*0
(in thousands)
1S>2? H)31 1933 1937
m r annff-------------------
dross Income From Farm Production! 117728827 6958967 63932517 101*21*621* 





dross income From Farm Production 





Gross Income from Farm Production 





Gross Income From Farm Production 





dross Income from Farm Production 





dross Income from Farm Production 
Manufacturing - Value Added 
WagesBank DepositsIncome Payments
3181*3926 19866787 11*538018 25173539 
8807553 7185971 5261576 10112883
53137781 1*31*85571 36676576 52798182








































































































Gross Income from Farm Production 





Gross Income from Farm Production 





Gross income from Farm Production 





Efross Income from Farm Production 





Gross income from Farm Production 





dross Income from Farm Production 





dross Income from Farm Production 
Manufacturing - Value Added
- Wages
Bank DepositsIncome Payments
1929 1931 1933 1937
172886 1010U* 96180 161165
21*2906 131113 118125 199856
87511 1*791*9 3561*3 60203
382011* 359213 189720 339807
862000 61*0000 1*87000 792000
311*366 128801 1381*95 231023
107116 1*6086 35386 76225
52039 18919 13636 2631*1*
21121*1* ll*7300 101689 171851*
51*1*000 292000 256000 1*1*2000
312071 177997 23391*6 3061*01*
687179 381*038 31911*0 1*75831*
208068 118681* 113523 189265
331700 3961*32 11*9139 313922
966000 690000 677000 1077000
317985 153996 181750 235761*
11*5171 68373 65988 110618
31279 26271 2071*7 31*390
1*22230 332077 235071 373283
1079000 659000 537000 81*1000
161*290 89551* 10621*5 152882
158236 10931*9 116522 1751*78
108600 50926 51*761 91792
166018 13271*1* 1*7816 131*558
1*38000 3ll*ooo 299000 1*65000
255228 132169 131585 211287
3181*33 2121*60 172939 295627
126921 71*506 60871 10921*8
1*0891*3 31*01*1*7 2161*90 3961*10
905000 622000 516000 880000
761*1*19 1*1*9662 51131*1 717221
1*51870 272935 3117307 1*39851*
131503 99061 731*27 132505
1016978 853858 629282 1088767
2668000 181*3000 1552000 2551*000
TABLE VII (continued)
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1929 1931 - agsL.ViftelillA
dross Income form Farm Production 221*611 130U78 119181 188263
Manufacturing - Value Added 368857 352683 206556 33581*8
- Wages 118399 90559 701*1*1* 112771*
Bank Deposits 1*50761* 1*30116 333331* 1*9961*1
Income Payments 987000 770000 639000 996000
1938 _ 1939 191*0 .Aid, STAGES
dross income from Farm Production! 9290058 8539602 1037821*6
Manufacturing - Value Added̂ ______6 21*682918 ________£A
- Wages3 ______ 6 908991*1 i
Bank Deposits** _ 51939227 61*576691* 7021*0327
Income Payments^ 6601*5000 70601000 75852000
AIABAMA
dross income from Farm Production 181733, 111*863 167121,
Manufacturing - Value Added ___ / 21*7383 •6✓
- Wages 6 92018 c
Bank Deposits 232391* 298371 325938
Income Payments 652000 681000 763000
ARKANSAS
dross Income from Farm Production 193613, 131676 2053976
Manufacturing - Value Added ______ 6> 67390
- Wages — — — — 6 21*577 6
Bank Deposits 11*3378 --------6 189165
Income Payments 1*56000 1*78000 1*93000
FLORIDA
dross income from Farm Production 105361*6 122371 129617
Manufacturing - Value Added 118016 --------6
- Wages 6 37883 _ 6Bank Deposits 2791*12 393332 1*50860
Income Payments 751000 819000 900000
GEORGIA
dross" income from Farm Production 2171*22. 1581*92 2779356
Manufacturing - Value Added 0/ 283316- Wages ™  ,-r.i 108083 ______ 6
Bank Deposits 308575 1*5131*0 U98699
Incase Payments 793000 901000 968000
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TABLE VII (continued)
dros's Income from Farm Production 
Manufacturing - Value Added
- Wages
Bank Deposits 
Inc one Payments 
LOUISIANA
dross income from Farm Production 





Gross Income from Farm Production 





Gross Income from Farm Production 





Gross Income from Farm Production 





Gross Income from Farm Production 




1936 ' r 1939 191*0
2 i9 iia , 11*6766 2171*22,0
/  ■ 1871*00
O
M T I  1 . 1 .  . I
-  - . 6 61902 O
37791*8 1*63806 1*72519
793000 839-000 880000






/ 731*626 271*37 6
1791*01 195825 198259
399000 1*36000 1*1*1*000





--------- — 6 103118 — ~ ------------0
„ .6 301*65 6
372510 1*58921 1*60159
767000 796000 829000





1933 ' .1939 _ 191*0
TENNESSEE
Cross Income from Farm Production 191171. 132378 196337,
Manufacturing - Value Added T 6 32031*2 6
- Wages 109662 ------ 6
Bank Deposits 391*1*21 520288 5681*21
Incane Payments 801000 853000 927000
TEXAS
Gross Income from Fans Production 596585, 567596 675259,
Manufacturing - Value Added O/ 1*5310 5 0/
- Wages O 129138 0
Bank Deposits 1109132 11*71897 158231*2
Income Payments 21*38000 2551*000 2652000
VIRGINIA
Gross Income from Farm Production 17111*2 1211*19 1821*25,
Manufacturing - Value Added -----— 9 3791*88 ______ 6- Wages ------ 155539 6
Bank Deposits 1*97990 596115 631*1*1*6
Income Payments 938000 996000 1127000
Source: United States Department of Agriculture, Bureau of
the Census, Agriculture Statistics* 1936 (data for 1933), 
1939 (data for 1937, 19381, 19U2 (data for 1939, 19l*0)$ 
Fifteenth Census of the United States Agriculture, 1930 
(data for 1929)$ Yearbook of Agriculture, 1935 (data for 
1931)$ Biennial Census of Manufacturing, 1929, 1933,
1935, 1937; Census of Manufacturing, 1939$ United States 
Department of Treasury. Annual Report of the Comptroller 
of the Currency, 1929, 1933, 1937, 1939, I9H1 (data for 
bank deposits)} United States Department of Commerce, 
Survey of Current Business, August, 1953 (data for 
income payments)*
■̂ Gross farm income from farm production equals cash farm income 
from sales, plus the value of commodities consumed on the fame where 
grown, valued at the average price received by farmers for the commodi­
ties sold*
^Calculated by subtracting sum of cost of materials, containers, 




Âverage wages per year.
^Demand and time deposits*
Ĉomprises income received by individuals in the form of wages 
and salaries, net income of proprietors, dividends, interest, rent, 
social insurance, contributions, transfer payments, etc.
D̂ata unavailable.
?In this year the data are for value of farm products instead 
of gross income from fara production which did not become available until 
1936 and thereafter.
TABLE VIII
Percentage Changes in Selected Economic Variables in All States and 
13 Southern States in Selected Years, 1929-1938
% Decrease % Decrease % Increase % Decrease
1929-19317 1929-19337_ 1933-19377 1937-19387
ALL STATES
Gross Income from Farm Production! 1*0.9 1*5-7 63.1 10.9.
Manufacturing - Value Added̂ 37.6 5U.3 73.2 ___6A- Wages3 18.1* 1*0.2 92.2 O
Bank Deposits** . 16.2 31.0 l*l*.o 1.6
Income Payments^ 25.0 1*1*.3 56.1 8.5
ALABAMA
fiross Income from Farm Production 50.2 1*5.6 1*9.0 11.0,
Manufacturing - Value Added 1*1*»1* 58.2 109.0 ___6
- Wages 1*8.7 59.7 98.3 0
Bank Deposits 53.2 1*8.1 81.7 2.1*
Income Payments 36.2 1*7.6 71.0 8.3
ARKANSAS
Gross Income from Farm Production 50.9 1*8.7 55.0 U.1.
Manufacturing - Value Added 52.6 60.8 78.0 ---%- Wages 56.8 68.2 76.2 o1.1*Bank Deposits 31.5 59.5 81.8
Income Payments 1*0.9 1*8.8 35.1 1*.8
FLORIDA
Gross income from Farm Production 5.8 20.1 1*7.0 16.1
Manufacturing — Value Added 3l*.6 51.9 5.9 ___6✓
- Wages 1*7.0 62.1* 1*9.3 6
Bank Deposits 1*0.0 1*8.1 87.0 5.8





Gross Income from Farm Production 63.0





Gross Income from Farm Production Ul. 7





dross Income from Farm Production Ul.6





Gross Income from Farm Production 59.0


































































Gross Income from Farm Production 1*3.0
Manufacturing - Value Added l*l*.l- Wages 1*3.0
Bank Deposits A 9 .5
Income Payments 26.6
OKLAHOMA
Gross Income from Farm Production 51.6





Gross Income from Farm Production 1*5.5





Gross Income from Farm Production 1(8.2




% decrease % Increase % Decrease
1929-1933 1933-1937 1937-1938
25.0 31.0 /3 .3 a
53.6 U9.1 0
£5.1* 66.7 ____6
55.0 110.5 1 .7
29.9 59.1 6 .1
1*2.8 29.7
51*. 5 67.6 , 6
33.7 65*8 6
1*1*»3 58.8 0.2
50.2 56.6 8 .8
35*3 1*3.9 1 0 .7 .




1*8.1* 60.6 30. 8a
1*5.7 70.9 0
52.0 79.0 ____0
97.1 83.1 0 .5




% Decrease % Decrease % Increase % Decrease
1929-1931 1929-1933 1933-1937 1937-1938TEXA£>
dross Income from Farm Production Ul. 2 33.1 1*0.3 1 6 .8 ,
Manufacturing - Value Added 39.6 1*7.5 85*1* o
- Wages liU.2 1*1*.2 80,5 ____o
Bank Deposits 16.0 38.1 7.3 /1 .9
Income Payments 30.9 ia .8 61*.6 1*.5VIRGINIA
dress Income from Farm Production ia .9 1*6.9 58.0 9.1,
Manufacturing - Value Added i*.i* l*l*.o 62.6 o--- c- Wages 23.5 1*0.5 6 .0 o
Bank Deposits 1*.6 26.1 1*9.9 0 .3
Income Payments 22.0 35.2 ... ... .
Source: United States Department of Agriculture, Bureau of the Census,
Agriculture Statistics, 1936 (data for 1933), 1939 (data for 1937, 
1938), 191*2 (data for 1939, 191*0); Fifteenth Census of the United 
States Agriculture, 1930 (data for 1929), Yearbook of Agriculture, 
1935 (data for 1931)J Biennial Census of Manufacturing, 1929, 1933, 
1935, 1937; Census of Manufacturing, 1939; United States Department 
of Treasury, Annual~Hep'ort of the Comptroller of the Currency, 1929, 
1933, 1937, 1939, 19U1 (data for bank deposits; United States 
Department of Commerce, Survey of Current Business, August, 1953 
(data for income payments).
TABLE VIII(continued)
■̂Gross farm income from farm production equals cash farm income from sales, 
plus the value of commodities consumed on the farms shore grown, valued at the 
average price received by farmers for the commodities sold.
2Calculated by subtracting sum of cost of materials, containers, fuel, 
electric energy, and cost of contract work from value of products of both years.
Âverage wages per year.
D̂emand and time deposits.
'’Comprises income received by individuals in the form of wages aid salaries, 
net income of proprietors, dividends, interest, rent, social insurance, contributions, 
transfer payments, etc.
^Data unavailable.
7% decrease unless noted by / sign.
TABLE IX
Changes in Sales, Number of Employees, and Pay Boll at the Retail Level, 
in All States and 13 Southern States, 1929, 1933» 1935* and 1939
19^9 1935 1935 1939 i  Change % Change
 _______________________________ «29-'33 *33-»l39» - • -'3
ALL STAlffeS
feetail Salesin thousands) 1*9111*653 25037225 3279121 1*201*1790 -1*9 68
Average Number of Employees2 3833581 2703325 3898258 1*600217 -29 70
Pay Roll2 (in thousands) 5189670 29101*1*5 3568167 1*5291*99 -ill* 56ALABAMA
Retail Sales (in thousands) 527101 25038!* 331*223 1*35973 -53 71*
Average Number of Employees 1*3632 29962 1*1818 51830 -31 73
Pay Boll (in thousands) 1*8128 23788 29896 37826 -51 59
ARKANSAS
feetail &ales (in thousands) 102680 180095 238809 298301 -56 66
Average Number of Employees 29710 18323 27590 32581 -38 78
Pay Boll (in thousands) 33031* 15299 19135 23775 -51* 55
FLORIDA
feetail Sales (in thousands) 501*523 288801* 1*21931* 6D1I16I1 -1*3 113
Average Number of Employees U5618 331*81* 56391 73190 -27 119
Pay Roll (in thousands) 527fe9 30819 1*51*15 61*21*1* -1*2 108
GEORGIA
Retail Sales (in thousands) 635UU0 352916 1*81197 621*765 -1*5 77
Average Number of Employees 57551* 1*2111* 65782 7891*7 -27 87
Pay Roll (in thousands) 60599 35763 1*6195 58871* - la 65
KENTUCKY
Retail Sales(in thousands) 58731*0 .301*603 382761 520135 - 1*8 71
Average Number of Employees 1*671*9 32503 1*7293 55062 -30 69




Retail Sales (in thousands) 1*7661*3
Arerage Number of Employees i*7058
Pay Boll (in thousands) 1*8962
MISSISSIPPI.
Retail £>ales (in thousands) 1*13737
Average Number of Employees 1921*1*
Pay Boll (in thousands) 307l*7
NORTH CAROLINA
Retail Sales (in thousands) 6531*19
Average Number of Employees 1*9900
Bay Roll (in thousands) 58066
OKLAHOMA
Retail Sales (in thousands) 201*3020
Average Number of Employees 160308
Pay Roll (in thousands) 191961
SOOTH CAROLINA
lie tail Sales (in thousands) 300220
Average Number of Employees 21*580
Pay Roll (in thousands) 26128
TENNESSEE
lie tail Sales (in thousands) 61*3817
Average Number of Employees 55ll*7
Pay Roll (in thousands) 61176
1933 1935 1939 % Change % Change
________________________ '29-*33 *33-*39
261*123 31*1911 1*86250 -U5 .81*
36970 1*9608 63638 -21 72
32156 36369 1*9000 -31* 52
11*0855 176915 2821*1*0 -66 101
16906 23008 32511* -12 92
13271 15W*3 22735 -57 71
363111 1*60083 63321*0 -1*1* 71*
39181 59328 791*01* -21 103
35165 1*3602 60052 -39 71
965561 1*30081* 513091 -53 -1*7
111080 52709 59988 -31 -1*6
101721 1*01*1*0 1*8953 -1*7 -52
186215 21*6211* 332221* -38' 78
20218 32659 1*1119 -18 103
16961 22229 29093 -35 72
330079 1*77720 6061*89 -53 81*
37568 60310 71869 -32 91
33561* 1*591*8 55921* —1*5 67
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TABLE IX (continued)





Metail Sales (in thousands) 151*8650 739611* 1273775 1803716 -52 H*
Average Number of fiaployees 116018 73150 15601*5 20981a -37 19
Pay Roll (in thousands) 155952 80163 121*1*11* 171690 -1*9 Hi*
VIRGINIA
Retail &ales (in thousands) 600929 358102 1*66768 628172 -1*0 75
Average Number of Employees 52287 1*1118 57101* 71*861* -21 82
Pay Roll (in thousands) 61376 1*0065 1*7776 63867 ... 59
Sourcet United States Department of Commerce, Bureau of the Census, Census of 
American Business, Retail Distribution, 1933 (data for 1929, 1933); 
Census of Business, detail ‘frade, 1939 (data for 1935* 1939)•
■̂Figures for 1939 and 1935 are revised to exclude data for service garages and 
other automobile service businesses formerly classified as retail businesses,
Êmployees and pay roll include paid executives of corporations, but de not in­
clude the number and compensation of proprietors of unincorporated businesses.
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TABLE X
Gross Debt and Net Debt Outstanding In All States and 
13 Southern States, 1929-191*0
ALL STATES
dross debt 2300057 21*1*1*122 2666070 3275677 330061*8 31*1*9020 35U*l89
Net Debtl 1661686 18331*28 197681*1* 21*21*61*8 2509869 2502237 21*60116
ALABAMA
dross debt 69713 71*992 8231*3 731*73 69908 70127 681*78
Net Debt 66026 67681* 66531* 72591 68622 67862 6611*6
ARKANSAS
dross Debt 100637 122638 160095 161*1*02 1601*59 158977 1552U+
Net Debt 93292 1201*1*3 15681*9 163859 159883 158691 150982
FLORIDA
dross debt 125l69 12872 1301*2 ______-2e\ -----f 2 ______2A
Net Debt C, 180 580 C d___  d 2
GEORGIA
Gross TJebt 101*1*1* 10583 12592 23691* 22118 22201* 26503
Net Debt 7932 7281* 91*1*8 231*92 21981* 2201*7 26310
KENTUCKY
Gross Debt 1271*1* 11132 13909 3081*3 22171 20910 1881*2
Net Debt 2180 2006 2295 11*929 11*876 20598 18391
LOUISIANA
Gross Debt 29822 1*0399 83881* 129716 11*2250 1521*52 155202
Net Debt 27191* 37356 73313 126325 137652 11*5972 11*7223
MISSISSIPPI
dross Debt 29091* 32150 36501* 53117 70981* 71982 81158
Net Debt 23586 311+79 32722 5H*60 70836 69030 78117
NORTH CAROLINA
dross debt 182933 185107 186361* 161*280 156881* 155623 150613
Net Debt 161177 161*932 1691*00 1361*20 129507 128190 122716
OKLAHOMA
Gross Debt 1*661* 6727 11532 12899 10998 28908 35259
Net Debt 2278 1935 1578 11936 10755 2851*1 26999
SOUTH CAROLINA -
dross debt 1*7916 6391*3 78527 1*1596 1*6193 1*9906 56903
Net Debt 1*0851* 561*79 691*30 1*0771 1*1*218 1*8277 55058
TENNESSEE
Gross Debt 57581 8581*7 88323 10l*0l*2 109825 99999 95120
Net Debt 31609 81*1*01* 861*50 91007 92366 90166 91133
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TABLE X (continued)
19*9 1930. 1931 1937. 1938 1939 1&0 _TEXA&
Gross Debt 7632 7262 1031*6 29737 2661*1 2801$ 23282
Net Debt U367 U372 UUi6 2661*9 23503 23006 19985
VIBGINIA 
Gross Debt 29992 29886 29331 29987 30267 29115 28503
Net Debt 26703 26U 1O 23892 22633.. 2171*1*
Source: United States Department of Commerce, Bureau of the 
Census, Financial Statistica of States, 1929, 1930 
1931, 1937," 1936, 1939, 191:0.
Êxcludes assets of sinking funds and other reserve funds* 
oData unavailable.
TABLE XI
Federal, State, and Local Total Bevenues, Tax Bevenues, Inter-government Bevenues,
and Non-Tax Bevenues, 1929—1940
 _ _______(in millions)____________ ____
19^9 1930 1931 193$ 1933 1934 1935 1936 1937 1935 1939 19U0
Total Revenues*
Total Tax Revenues3 
Total Non-Tax Bevenues 
STATE AND LOCAL 
Total jRevenuesS 
Revenue from Federal Govt. 








Bevenues from Federal Govt.° 
Bevenues from Local Sourceŝ  
Bevenues from Own Sources6 
Tax Revenues
11254 11974 10968 9893 10256 11581 12767 13585 15558 17300 17072 1767U
10274 10752 9655 8053 7683 8866 9816 10624 12725 14370 13855 14352
980 1222 1313 1840 2573 2715 2951 2961 2833 2930 3217 3322
7221 7796 7778 7887 8176 8465 8967 9469 10264 11058 11404 11749
128 122 205 232 642 1051 1054 1057 928 800 873 945
7093 7674 7573 7655 7534 7414 7913 8412 8685 10258 10531 10804
6770 7326 6847 6164 5828 5912 6195 6724 7641 8336 8375 8695
4033 4178 3190 2006 2080 3116 3800 4116 5294 6242 5668 5925
3504 3626 2808 1889 1855 2954 3621 3900 5084 6034 5480 5657
429 552 382 117 225 162 179 216 210 208 188 268
2°59 2243 2324 2541 2999 3456 3794 4132 4713 5293 5515 5737
1199 1139 1959 222 2019 968 898 828 730 633 650 667
517 517 458 45 41 36 38 39 44 48 53 58
1889 2079 2084 2274 2364 2452 2858 3265 3939 4612 4812 5012




1929 1930 1931 1??2 193? 193i* 1935 1936 1937 1936 1??? I9k0
iftJXi
Total Bevenuesl 5809 6200 6300 6392 6278 6363 6578 6793 7061 7329 7527 772k
Bevenues from Federal Govt,® 97 97 10® 10 1*7 83 156 229 198 167 223 278
Bevenues from State Sourceŝ 5967 5967 801® 801 1060 1318 1368 11*17 11*67 1516 1585 165k
Bevenues from Own Sources® 520U 5595 5U89 5U81 5172 k962 5055 5lk7 5397 561*6 5719 5792Tax Bevenues6 U8199 50189 U80J>9 1*271* 1*1QU ?93? ??T® k083 1*281 l*k78 kk91 k50k
Source: United States Department of Commerce, Bureau of the Census, Historical Statistics on
State y d  Local Government Finances, 1902-1953; Financial Statistics of States, 1929- 
1931; Mi3torical SgyieV of State and Local Government Finances; Ignited States Bureau 
of the Census, Department of 'treasury. Annual Beport of the Secretary of the Treasury, 
19k0» 1953; National Bureau of Economic Research, Federal Grants and the Bjisiness 
Cycle,"James A. Maxwell; Board of Governors of the Federal Keserve System, Public 
Finance and Full Employment, Postwar Economic Studies, No. 2> December, 19k5j P* 115*
lState and Local Total Bevenues are estimated in the odd years starting in 1933 by taking 
the arithmetic mean of the data available in the two closest even years starting in 1933* This 
was necessary because the latest revised data are available only in even years starting in 1932.
Other annual data are taken from what seems to be the most reliable source.
^Total State and Local Bevenues are less than sum of total State Bevenues and Total Local 
Bevenues because of the exclusion of duplicating interlevel transfers from the state-local 
aggregate figures.
TABLE XI (continued)
3Local tax revenues are estimated in odd years starting in 1933* See footnote (l).
Încludes net transfers to Federal Old Age and Survivors Insturanc Trust Fund.
'’Includes internal revenue receipts and custom receipts as reported in the Treasury 
Pally Statement.
Êstimated in odd years starting in 1933* See footnote (1).
71927 data are used since data in this year are unavailable.
O
1932 data are used since data in this year are unavailable.
D̂ata in this year taken from James A. Uajorell's Federal Grants and the Business Cycle» 
p. 115* Gee sources.
TABLE m
Federal and State Tax Sources, 1929-191*0
(in thousands)
1929 1930 1931 1932 1933 1931*
OT5&L I&VEL (total) 38fc026$ 3626296 • 2808135 1888761 1888200 2981*100
TAXES ON CONSUMPTION 1055297 1051711 833213 735131* 1065163 15851*05
Gasoline Tax 121*900 202600
Alcoholic Tax 12777 11695 101*32 8701* 1*3171* 258911
Tobacco Tax 1*31*51*5 1*50339 1*1*1*277 398579 1*02379 1*25169
Manuf. Excise Tax 5712 2676 150 96 21*3600 385291
Custom Tax 602263 587001 378351* 327755 250750 3131*31*
TAXES ON SAVING 2393171 2511*029 1888119 1105179 781102 932791*
Individual Income Tax 10955U1 111*681*5 83361*8 1*27191 352571* 1*19509
Corporate Income Tax 1235733 12631*11* 1026393 629566 391*218 1*0011*6
Estate Tax 61897 61*770 1*8078 1*71*22 29693 103986
Gift Tax — —  - — 1*617 9153OTHER TAXES? 91815 99556 66801* 1*91*1*8 133800 638500
STATE LEVEL(total) 1951000 2108000 201*2000 1890000 1721*000 1979000
TAXES ON CONSUMPTION 1*31000 508000 560000 553000 561*000 825000
General Sales Tax 1000 8000 7000 18000 173000
Motor Fuel Tax 1*31000 1*95000 536000 527000 518000 565ooo
Alcoholic Tax 10002 1000 100002 62000
Tobacco Tax 12000 15000 19000 20000 25000
Payroll Tax
TAXES ON SAVING 353000 1*16000 388000 301000 21*8000 222000
Individual Income Tax 20U0001 2330001 86000 71*000 61*000 80000
Corporate Income Tax 115000 79000 57000 1*9000
Death and Gift Taxes 11*9000 183000 187000 11*8000 127000 93000
OTHER TAXES 1167000 1181*000 1091*000 1036000 912000 932000
Property Tax 350000 31*5000, 371000, 328000 285000, 273000
License Tax 31*8000** 356000*+ 31*1*000*+ 1*90000 303000*+ 1*60000Severance Tax 27000 19000 11*000 21000
Other 1*69000 1*83000 352000 199000 310000 178000
TABLE XII (continued)
1934 1936 1937 1938 1939 i9l*o
FEDERAL LEVEL (total) 3621100 3899700 5o635o6 6033500 51*80000 56566oo
tA&S Otf 60NS.UMPTICK 1716700 2001135 2501*110 285761*7 2830096 308751*1*
Gasoline Tax 161500 177300 ’ 196500 203600 207000 226200
Alcoholic Tax 1*20926 5052U3 593831 567669 587605 621*061*
Tobacco Tax 1*58776 500785 551923 567777 579781* 608073
Manuf. Excise Tax 3U21U5 382716 1*1*9851* 1*16751* 396891 1*1*7088
Payroll Tax 1*8279 26571*5 71*2660 71*01*29 833521
Custom Tax 3U3353 386812 1*86357 359187 318387 31*8591TAXES ON SAVING 1317900 1806287 21*85376 301*3891* 251*5831 21*89680Individual Income Tax 527113 67U1*16 10917 la 1286312 1028831* 982017
Corporate Income Tax 578675 753031 1088087 131*2718 1156281 111*7592
Estate Tax ll*ol*l*l 218781 281636 382165 332280 330886
Gift Tax . 71671 160059 23912 31*699 281*36 29185OTHER TAXES? 71*8X0 269600 2501*00 333600 311100 305600
STATE LEVEL (total) 2217000 261*10003 3361*0003 38580003 3881*0003 1*1910003
TAXE£> ON CONSUMPTION 1073000 121*1*000 1778000 2181000 2328000 2506000
General Sales Tax 28UOOO 361*000 1*31*000 1*1*7000 1*1*0000 1*99000
Motor Fuel Tax 617000 687000 722000 777000 1*1*0000 1*99000
Alcoholic Tax ll*30X2 126000 2210002 176000 2280002 193000
Tobacco Tax 29000 1*1*000 51*000 55000 60000 97000
Payroll Tax 23000 31*7000 726000 799000 878000
TAXES ON SAVING 259000 383000 1*72000 525000 1*61*000 1*71*000
Individual Income Tax 105000 153000 199000 218000 197000 206000
Corporate Income Tax 51*000 113000 157000 165000 13U000 155000
Death and Gift Taxes 100000 117000 116000 11*5000 133000 113000
OTHER TAXES 885000 1011*000 1111*000 1152000 1092000 1211000
Property Tax 2U8OOO 228000 292000 21*1*000 259000 260000
License Tax 323000** 551*000 31*9000** 601*000 361*000** 61*7000
Severance 26000 31*000 1*9000 58000 1*7000 53000
Other 288000 198000 1*21*000 21*6000 1*22000 251X0
TABLE XII (continued)
Sources United States Treasury Department, Annual Report of the Secretary of the 
Treasury on the State of Finances, 19U0,19̂ 3; United States department 
of Commerce, bureau of the Census, Historical Review of State and Local 
Finance,
-%ot segregated between individual income tax and corporate net income tax.
Încludes license tax on the sale of alcoholic beverages.
Încludes Payroll taxes.
^Does not include licnese tax on the sale of alcoholic beverages. See footnote (2). 
The license tax was not completely segregated in this year.
'’includes all other federal taxes not shcmn such as the admission tax, sugar tax, 




Federal and State Taxes That Tend to Fall on Consumption
and Saving, 1929-1940
1929 1930 1931 .
Add % of 
000,000 Total
Add % of 
000,000 Total
Add i  of 
000.000 Total
---
Toial Tax Revenues 5491 100,0 5734 100.0 4850 100.0
Taxes on Consumption i486 27.0 l56o 27.0 1393 28.7
Taxes on Saving 2746 50.0 2930 51.0 2276 46.9
Taxes on Both 1269 23.0 1244 22.0 1181 27.4
FEDERAL
tfotal Tax Revenues 3540 100.0 3626 100.0 2808 100.0
Taxes on Consumption! 
Taxes on Saving*
1055 29.8 1052 29.0 833 29.6
2393 67.5 2514 69.3 1888 67.2
Taxes on Both3 102 2.7 60 1.7 87 3.2
STATE
Total Tax Revenues 1951 100.0 2108 100.0 2042 100.0
Taxes on Consumption̂  
Taxes on Saving*
431 22.0 508 24.0 56o 27.4
353 18.0 4l6 19.7 388 19.0
Taxes on Both& 1167 59.8 1184 56.1 1094 52.2
1932 _ 1933 . 1934
Add % of Add % of Add % of
000.000 Total 000.000 Total 000.000 Total
FM)EeaL-£>tAte
ôtal Tax Revenues 3779 100.0 3579 100.0 4933 100.0
Taxes on Consumption 1288 34.8 1629 45.5 2410 49.0
Taxes on Saving 1406 37.5 1029 28.2 1155 23.4
Taxes on Both 1085 27.7 921 26.0 1368 28.0
FEDERAL
Total Tax Revenues 1889 100.0 1855 100.0 2954 100.0
Taxes on Consumption 735 38.9 1065 57.4 1585 53.6
Taxes on Saving 1105 58.5 781 42.1 933 31.5
Taxes on Both 49 2.6 9 .5 436 14.9
STATE
'Total Tax Revenues 1890 100.0 1724 100.0 1979 100.0
Taxes on Consumption 553 29.2 564 32.7 825 41.6
Taxes on Saving 301 15.9 248 14.3 222 11.2
Taxes on Both 1036 54.9 912 53.0 932 47.2
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TABLE XIH (continued)
 a a L .  ______................Add Tof Add % of Add % of 
000.000 Total 000.000 Total 000.000 Total
H t B t c a n g --------------------- ----------------------------------
Total tax Revenues 5838 100.0 651*0 100.0 81*1*8 100.0
Taxes on Consumption 2790 1*7*8 321*5 1*9*0 1*262 50.6
Taxes on Saving 1577 27.0 2189 33*5 2957 35.0
Taxes on Both H*71 25*2 1106 17.0 1209 lt*.l*
FEDERAL
total tax Revenues 3621 100.0 3899 100.0 5081* 100.0
Taxes on Consumption 1717 1*7*1* 2001 51.2 2501* 1*9.2
Taxes on Saving 1318 36*3 1806 1*6.3 21*85 1*8.8
Taxes on Both 586 16.3 92 2.1* 95 2.0
STATE
total Tax Revenues 2217 100.0 261*1 100.0 3361* 100.0
Taxes on Consumption 1073 1*8.3 121*1* 1*7.1 1778 52.8
Taxes on Saving 259 11.6 383 11**5 1*72 HuO
Taxes on Both 885 1*0.1 1011* 38.1*. 1111* 33.2
1938 . _ 1939 _ 191*0 ..
Add % of Add % of Add A of
000.000 Total 000.000 Total 000.000 Total
fedM l-State
Toial tax Revenues 9892 100.0 9361* 100.0 981*8 100.0
Taxes on Consumption 5039 51.0 5158 55*o 5591* 57.0
Taxes on Saving 3569 36.0 3010 32.0 2961* 30.0
Taxes on Both 1181* 12.0 1196 12.8 1290 13.0
FEDERAL
Total tax Revenues 6031* 100,0 5U8o 100.0 5657 100.0
Taxes on Consumption 2858 1*7.3 2830 51.6 3088 51*. 5
Taxes on Saving 301*1* 50.1* 251*6 1*6.1* 21*90 l*l*.o
Taxes on Both 32 2.3 101* 2.0 79 1 .5
STATE
Total Tax Revenues 3858 100.0 3881* 100.0 1*191 100.0
Taxes on Consumption 2181 56.5 2328 59.9 2506 59.7
Taxes on Saving 525 13.6 1*61* 11.9 1*71* 11.3
Taxes on Both 1152 29*2 1092 26.2 1211 29.0
Source* United States Department of Treasury, Annual Report of
the Treasury on the State of Finances, 19l*0. 1953; United 
States Department of ̂ onmerce, Bureau of the Census, 
Historical Review of State and Local Finance.
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TABLE XIH (continued)
Încludes the gasoline tax, alcoholic tax, tobacco tax, 
manufacturer's excise tax, payroll tax, and custom tax*
Includes individual income tax, corporate income tax, 
estate tax, and gift tax*
Încludes all other taxes not included in footnotes (l) and (2).
Încludes general sales tax, motor fuel tax, alcoholic 
beverages tax, tobacco tax, payroll tax*
t Includes individual Income tax, corporate income tax, 
and death and gift taxes*






~ 1927 1932 193U' 1936 1935 191*0
iotal Revenues 6,333 6,192 6,363 6,793 7,329 7,721*
Revenue from States 596 801 1,318 1,1*17 1,516 1,651*
Revenue from Federal Govt. 9 10 83 229 167 278
Revenue from Local Sources 5*728 5*381 1*,962 5*11*7 5*61*6 5*792
Taxes 1*,1*79 l*,27l* 3,933 1**083 1*,1*73 1**397
. Property 1**360 1*,159 3,803 3,865 1**196 1*,170
Sales & Gross Receipts 25 26 30 90 120 130
Individual Income —  --------------— ---
Corporation Net Income ---- — ----------- ------— —
License and Other 9l* 89 100 128 157 178
Non-tax Revenues 1,21*9 1»107 1.029 1.061* 1.173 1.295
Source: United States Department of Commerce, Bureau of
the Census, Historical Statistics on State and 
Local Government finances, 1902-195)3«
■̂ Data for other years of this period are unavailable.
2.9k
TABLE XV
State Expenditures in Selected Years, 1927-191*0
(in millions)
1957 1932 193k 1936 1938 19l*0Total expenditure 2,01*7 2,029 3,1*61 3,862 1*,598 5,209
Payments to local governments 596 801 1,318 l,ijl7 1,516 1,651*
Education 292 398 1*31* 573 656 700
Highways 197 229 21*7 285 317 332
Public Welfare 6 28 211 21*5 31*6 1*20
Other specified purposes 3 6 281 151 17 21
Unspecified purposes 98 11*0 U*5 163 180 181
Direct Expenditure (by function)1.1*51 2,028 2,11*3 2,1*1*5 3,082 3,555
Direct general expenditure 1,380 1,965 2,009 2,223 2,576 2,730
Education 218 278 228 297 31*7 375
Highways 5H* 81*3 738 75U 815 793
Public welfare ho 71* 363 1*22 1*53 527
Health 2k 31* 36 1*1 59 61*Hospitals ll*6 181 167 180 209 236
Police 7 15 15 19 30 31*
Natural resources 9k 119 85 93 128 11*1*
Qeneral control 96 111* 108 130 11*6 151
Interest on general debt 83 111* 119 121* 128 130
Veterans' services, n.e.c. ------ - — — ------- — —
Employment security adminis. — — — — 1 3 1*8 61*
Correction 6k 87 70 73 85 86
Other and unallocable 9k 106 79 87 128 126
Liquor stores expenditures ------- 70 11*3 20l* 221*
Insurance trust expenditures 71 63 61* 79 302 601
Employee retirement 12 18 27 36 1*8 56
Unemployment compensation — — 202 1*92
Other 59 1*5 37 1*3 52 53
Total direct expenditure (by
character and object) 1,1*51 2,028 2,11*3 2,1*1*5 3,082 3,555
Current operation 762 982 985 1,192 1,503 1,570
Capital outlay 1*92 786 619 631* 701 737
Assistance and subsidies U3 83 356 1*16 1*1*8 517
Interest on debt 83 111* 119 121* 128 130
Insurance trust benefits
and withdrawals V- 6? 61f 7? 302 601
Source: United States Department of Commerce, Bureau of the 




Local Spending in Selected Years, 1927-191*0
(in millions)
19$ 7 193̂ 1931+ 1936 1938 191*0Direct expenditure (by function} 6,359 6,375 5,699 6,056 6,906 7,685
Direct general expenditure 5,830 5,800 5,172 5,1*21 6,181 6,1*99
Education 2,017 2,033 1,603 1,880 2,H*1* 2,263
Highways 1,295 898 771 671 835 780
Public welfare 111 370 526 1*05 616 629
Health 52 73 73 75 92 95
Hospitals 133 168 11*2 171 191 211*
Police 263 303 276 295 329 331
Fire protection 203 210 189 205 231 235
Natural resources - 1 1*6 71* 100 91* 71*
Sanitation 312 223 177 201* 226 207
Housing St comm, redevelopment — — — -------- 3 230
Recreation 153 11*7 126 101* 130 162
General control 316 356 321* 370 396 1*10
Interest on general debt̂ 501 627 620 611* 5U5 523
Other and unallocable l*7l* 31*6 271 327 31*9 31*6
Utility St liquor store expenditure 1*91 518 1*58 558 61*1* 1,100
Liquor stores — — 1 5 8 10
Water supply system 3i*9 320 292 31*1* 385 1*01*
Electric power system 9h 92 102 117 156 257
Transit system 38 99 57 81 82 1*11
Gas supply system 10 7 6 11 13 18
Insurance trust expenditure 38 57 69 77 81 86
Employee retirement 38 57 69 77 81 81*
Unemployment compensation — — ------ — -------- — — 2
Total direct expenditure (by
character and ob.lect) 6,359 6,375 5,699 6,056 6,906 7,685
Current operation 3,828 U,197 3,665 i*,036 U,U66 l*,6o6
Capital outlay 1,861* 1,090 788 890 1,157 1,778
Construction 1,U91 872 630 712 926 1,185
Land St existing structures -------- -------- -----
Equipment 373. 218 158 178 231 593
Assistance St subsidies 50 305 1*59 336 51*6 558
Interest on debt 579 726 718 717 656 657
Insurance trust benefits St
withdrawals 38 57 69 77 81 86
Sources United States Department of Commerce, Bureau of the Census, 
Historical Statistics on State and Local Government Finances, 
1902-1953*
TABLE XVI (continued)
•̂"Natural resources" expenditure not segregablej included in 
"other and unallocable" general expenditure.
Înterest on utility debt is included in "utility expenditure.
TABLE XVII
State and Local Expenditures In Selected Years, 1927-191(0 
__________________ (in millions)___________________
ikrect expenditure (by function) 







Local fire protection 
Natural resources 
Sanitation
Housing and Comm. redevelopment 
Local recreation 
General control 
Interest on general debt̂  •
Other and unallocable 
Utility & liquor store expenditure 
Liquor stores 
Water supply system 
Electric power system 
Transit system 
Gas supply system 








Assistance and subsidies 
Interest on debt (gen. & utility) 
insurance trust benefits & 
withdrawals
19̂ 7 1932 193li 1936 1938 191(0"
7,610 8,1(03 7,81(2 8,501 9,988 11,21(0
7,210 7,765 7,181 7,61(1* 8,757 9,229
2,235 2,311 1,831 2,177 2,1*91 2,638
1,809 l,7lil 1,509 1,1(25 1,650 1,573
151 ldd( 889 827 1,069 1,156
76 107 109 116 151 159
279 31(9 309 351 1(00 1(50
270 318 291 311( 359 365
203 210 189 205 231 235
91(1 l65 159 193 222 218
312 223 177 20l* 226 207
------- --------- 3 230
153 11(7 126 101* 130 162
1(12 U70 1(32 500 51(2 561
581* 71(1 739 738 673 653
632 539 1(21 1(90 610 62Z
1(91 518 528 701 8U8 1,321*
71 1U8 212 23l(
31(9 320 292 3 lib 385 l(0l(
9U 92 102 117 156 257
38 99 57 81 82 1(24
10 7 6 11 13 18
109 120 133 156 383 687
50 75 96 113 129 11(0
- --------- --------- 202 1(9U
59 1(5 37 1(3 52 53
,810 8.1(03 7,81(2 8,501 9,988 11,21:0
1,590 5,179 1(,650 5,228 5,969 6,176
,356 1,876 1,1(07 l,52l( 1,858 2,515
93 388 815 752 99l* 1,075
662 81(0 837 61(1 78U 787
109 120 133 156 383 687
Source: United States Department of Commerce, Bureau of the - 




*State expenditure only* local expenditure for "natural 
resources" is included under "other and unallocable direct general 
expenditure."
n‘Interest on utility debt is included in "utility expendi­
ture." For total expenditure for interest on debt, see "direct 
expenditure (by character and object)."
TABLE XVIII
Federal Expenditures, 1929-191*0 
________(in millions)________
1929 1930 1931 1932 1931* 19?̂ 1936 1937 1938 19?9 19̂ 0TOTAL EXPMDITURESl 3^8 3237 3 Ûo 3931* 3&6U 6011 7010 8666 8177 7239 8707 3995
Direct and Work Relief — — --- 350 181*5 2267 2292 2376 1869 2602 1906
Public %rks 201 —  . - 396 1*50 1*1*2 698 883 730 1021* 783 992 91*8
Aid to Agriculture 6 311 1*1*3 209 780 1076 938 976 861 1235 1567
National Defense 660 700 702 651 •51*0 710 912 935 1028 1163 1559
Interest on Debt 67 8 659 612 599 689 761* 821* 758 866 926 970 10la
Veterans' Benefits 
Grants to Stateŝ
738 ----- 953 985 863 557 607 2351 1137 582 557 557
----- ----- ----- ----- — — 28 157 272 320 357
0ther3 1015 _____ 668 755 610 827 61*3 657 1706 1218 868 1063
Debt Retirement!* 553 Ulp U1? 1*62 360 ?7l* 1*0? 101* 6? 129
Source: United States Treasury Department, Annual Report of the Secretary of the
Treasury on the State of the Finances, 1929, 1930, 1931, 191*0 <
Êxcludes expenditures for debt retirement.
Ĝrants to states as a result of the Social Security Act, 1935•
Încludes departmental expenses, transfers to trust accounts, refunds of taxes, etc. 
%ot included in total above.
TABLE XIX
Louisiana State Expenditures and Debt Redemption, 1928-191*0̂
1926 ~ 1929 1930 ~ 1931
Add iTof Add % of Add % of Add * of
_______________________ 000 Total 000 Total 000 Total 000 Total
TOTAt SPENDING 28,911* 100.0 32,1*78 100.0 1*6,862 100*0 63,687 100.0
Public Safety 1,998 6.9 2,$07 7.1, 2,701* $ .8 2,662 3.2
Public welfare 172 .6 198  5 I42U .9 701 .8
Education 8,18$ 28.3 8,1*10 23.7 8,$1*2 18.2 9,H*9 11.0
Highways 10,772 37.$ 1$,261* 1*3.$ 2$,$9$ $1*.6 $$,661* 66.$
Health and Hospitals 3,069; 10.6 3,1*12 9.6 3,39$ 7.3 3,1*3$ 1*.2
Natural Resources 870 3.0 l,0l*6 3*0 1,020 2.2 1,19$ 1.1*
Employment Security------ ---- ---
Administration---------- ----- — —
General Control 1,696 $•
Debt Interest 791 2.
Misc. & Unallocable2 1,29$ 1*.
Unemployment Compensation -— - -3 — _
Otherl* — — 3----
Employee Retirement  — 3----
Contributions to
Enterprises 66 — —  ̂ 52   ̂ 6 3 -----5 ££
Debt Redemption .3____  3____  113
TABLE XIX (continued)
1937 1938 1939 191*0
Add % of Add % of 
000 Total 000 Total






TOTAL SPENDING 77,192 100.0 101*, 837 100.0 123,123 100.0 103,1*23 100.0Public Safety 3,o n 3.9 3,890 2.8 2,977 2.1* 3,070 3.0
Public Welfare 1*,922 6.U 9,1*21* 9.0 11,1*77 9.3 Hi, 31*1 13.9Education 22,661 29.8 23,059 22.0 27,796 22.8 26,1*31* 25.6Highways 12,1*61 16.2 16,610 15.9 17,878 U*.5 15,811 15.3Health and Hospitals 6,569 8.5 6,398 6.2 19,129 15.5 9,216 8.9Natural Resources 2,065 3,203 3.2 3,579 2.9 2,1*31 2.1*Employment Security 221 5 1,127 1.1 759 .6 781 .8
General Control U,270 5.5 5,696 5«U 5,9 69 1*.9 5,1*80 5.3Debt Interest 6,032 7.8 5,91*6 5.7 6,1*77 5.3 6,616 6.1*Misc. and Unallocable 3,861 5.0 7,11*6 6.8„ 9,752 7.9* 10,080 9.8̂Employee Retirement 70 5 137 5 125 5 181
Unemployment Compensation 
Other** 101 5 1*,007203 3.8^ 5,931*82 U.8$ 6,73085 6.55Contributions to Enter­
prises 1,001* 1.3 1,038 1.0 1,090 .9 1,167 1.1Debt Redemption 9,9l*l* 12.9 17,953 17.1 10,099 8.2 1,000 1.0
Source: United States Department of Commerce, Financial Statistics of the States, 
1929-1939? Compendium of State Government Finances, 19l*0«~
TABLE XIX (continued)
■1-Data unavailable for years 1932-1936
pIncludes veterans' services, inspection and regulation n.e.c., commercial facilities 
n.e.c., public buildings n.e.c., current operation and capital outlay n.e.c., aid to local 
governments n.e.c., and assistance and subsidies n.e.c*
D̂ata unavailable.
^Administration of public trust funds and investments n.e.c*
L̂ess than five-tenths of one percent*
oro
TABLE XI
Federal Interest-Bearing Debt Outstanding, June 30, 1929-191*0
(in millions)








































23599 27566 29917 
1151* 1308 1302 
911*7 721*3 6383 
2676 3770 1*775
Gross Debt 16639 15921 16520 19161 22157 261*80 2761*5 32989 35800 36576 39887 1*2377
-Special Issues 607 76li 291 309 323 396 62 6 i556 2676 3770 1+77$Net Debt 16032 l5l57 162̂ 9 18852 2183U 26o'flir *27012 32363 31*21*2 33900 36117 37602
Source: United States Department of Commerce, Bureau of the Census, Historical
Statistics of the United States, 1789-19U5, p* 305*
special issues to Government agencies auad trust funds
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TABLE XXI
Ioui3iana State Revenue and Borrowing in Selected Years, 1929-19l*0̂ -
— .v&r mo .... — jm_Idd jTeT Add % of Sdd V * T  Add % of
____________000 Total 000 Total 000 Total 000 Total
tfotal Revenue
and Borrowing 67,992 100.0 60,077 100.0 108,600 100.0 99,078 100.0
Taxes 26,370 38.8 27,51*6 1*$.9 26,960 2l*.8 $5,379 55.9
Federal Aid 1,173 1.7 1,687 2.8 1*,5690 1*.2 8,237 8.3
Local govt. Aid — *— — --------- -----— — — ... 153 .2:
Charges St Misc. 3,333 1*.9 3,976 6 .6 3,061 2.8 6,1*1*0 6 .5
Insurance Trust
Revenues --------------- — ------ — 3   7,560 7*6
Borrowing —  ------- —  **   21,309 21.5
0ther5________ 37,116 5U.6 26.866 1*1*.7 7l*,210 68.2 --------------
1936 3-939 J .191*0
Add i  of Add i  of Add % of
000 Total 000 Total 000 Total
Total Revenue
And Borrowing 115,1*1*3 100.0 118,1*07 100.0 109,869 100.0
Taxes 61,557 53.3 65,01*5 5U.9 71*, 071 67.1*
Federal Aid 7,110 6.2 12,61*2 10.7 12,397 11.3
Local Govt. Aid 372 .3 71*3 .6 601* .5
Charges St Misc. 7,197 6.2 8,157 6.9 7,000 6.1*
Insurance Trust
Revenues 8,917 7.7 9,810 8.3 8,019 7.3
Borrowing 30,290 26.3 22,010 18.6 7,778 7.1
Other — ««. — — — ----- ------- — —
Source: United States Department of Commerce, Bureau of the
Census, Financial Statistics of the States, 1929. 
1930, 1931, 1937. 1938, 1939. 19H57
^Bata for years 1932, 1933, 193U, 1935, and 1936 unavailable. 
^Included in figure for federal aid, 1929-1931•
^Included in figure for other receipts, 1929-1931.
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TABLE XXI (continued)
^Included in figure for other receipts, 1929-1931* 
B̂orrowing and ether unsegregated receipts, 1929-1931*
TABLE yytt
Louisiana Tax Revenue by Type of Tax, 1928-191*0̂


















General Sales Taxes 












































Property3 9,363 1*2.5 10,097 38.3 9,831* 35-7 9,311* 3l*.5
Death and Gift 690 3.1 698 2.5 689 2.5 528 1.9
TABLE XXII (continued)
1937 193$ !939 _ 19h0
Add i  of 
000 Total
Add i  of 
000 Total
Add % of 
000 Total
Add i  of 
000 Total
toTAT'WxeS"'" " $55,379 100.0 61,557 100.0 6F70&T 100.0 7U,071 100.0
General Sales Taxes 3,539 6.1* 6,1*11* 10. U 8,21*8 12.7 8,131 11.0
Selected Sales Taxes 19,lii4l 35.1 22, uia 36.5 22,380 3U.5 33,020 1*1*.6
Motor Fuels H,15U 20.1 15,870 25.8 15,067 23.2 18,953 25.6
Alcoholic Beverages 2,273 U .l 2,390 3.9 2,791 1*.3 3,562 1*. 8
Tobacco Products 3,9U2 7.1 1*,181 6 .8 li,522 7.0 5,037 6.8licenses...... 9,383 16.9 10,179 16.5 10,753 16.5 5,708 7.7
Motor Vehicles li,70U 8.5 5,057 8.2 5,232 8.0 5,102 6.9
Other U,679 8.1* 5,122 8.3 5,521 8.5 606 .8
Individual & Corp. 
Net Income ii,855 8.8 5,369 8.7 5,235 8.0 5,682 7.7
Property 10,03U 18.1 8,101 13-7 9,878 15.2 9,61*7 13.0
Death and Gift 532 1.0 655 1 .1 677 1 .0 887 1.2
Severance 13.7 8.078 13.1 12.1 10.996 11*. 8
Source: United States Department of Commerce, Bureau of the Census, Financial
Statistics of the States, 1928-1939; Compendium of State Government 
Finances, 1̂ 1*0.
•̂ Data unavailable for years 1932 through 1936.
Îndividual and corporation net income taxes are not segregated.
^Data adjusted to include collection fees retained by local tax collector and 
to exclude the portion of state property taxes paid by the state property tax relief 
fund, 1937-191*0.
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TABLE m i l
Per Capita ?ax Revenue and Tax Burden-1- in All States and 
13 Southern States, 1929-19U02
1929 1930 l? ? l 1937 1938 1939 l?ty>
ALL STAt££
ter Capita Tax Revenue (#) 13.26 1U.U6 lit . 1*3 21. Ul 22.29 21.5C 25.10
Tax Burden (Percent) 1.9 2.U 2.9 3.8 U*U U.o u.uALABAMA
ter Capita Tax Revenue (•) 8.07 8.29 7.72 13.80 lU.lU 1U.28 16.11
Tax Burden (Percent) 2.6 3.6 U.o 5.U 6.0 5.9 6.0
ARKANSAS
Per Capita Tax Revenue <*) 10.01 11.16 10.06 IU.03 1U.08 1U.10 15.78
Tax Burden (Percent) 3.3 5.3 5.6 5*6 6.0 5.7 6.3FLORIDA
ter Capita Tax Revenue ($) 1U.U2 114.97 H4.15 25.26 25.35 27.73 27.12
Tax Burden (Percent) 3.0 3.5 3.9 5.6 6.0 6.2 5.8GEORGIA
ter Capita Tax Revenue ($) 8.02 9.7U 9. 7U 11.28 13.53 13.50 lU.72
Tax Burden (Percent) 2.U 3.6 U.3 3.7 U.8 U»7 U.7
KENTUCKY
Per Capita Tax Revenue (*) IO.I48 11.16 10.99 15.77 15.77 lU.UU 15.20
Tax Burden (Percent) 2.8 3.7 U.3 U.9 5.6 U.9 U.9
LOUISIANA
Per Capita Tax Revenue (« 12.68 13.09 12.69 2 U.5U 26.9U 27.87 31.25
Tax Burden (Percent) 3 .1 3.8 U.2 7.0 7.8 7.9 8.7
MISSISSIPPI
Per Capita Tax Revenue ($) 6.7U 6.80 6.72 10.75 11.8U 11.91 lU .l l
Tax Burden (Percent) 2'.5 3.5 I4.6 5.1 6.3 5.9 6.9
NORTH CAROLINA
Per Capita Tax Revenue (*) 10.19 11.29 9.22 20.28 20. lU 19.53 21.3U
Tax Burden (Percent) 3.3 I4.I4 U.3 6.U 6.9 6.3 6.7
OKLAHOMA
Per Capita Tax Revenue (*) 9.15 10.72 9.80 23 .8U 25.60 22.99 2U.02
Tax Burden (Percent) 2.0 3 .1 3.6 6.6 7.8 6.7 6.7
SOUTH CAROLINA
Per Capita tax Revenue (*) 10.^6 10.56 10.20 1U.20 1U.52 13.67 16.51
Tax Burden (Percent) U.2 5.0 5.7 5.3 5.9 5.2 5.8
TENNESSEE
Per Capita Tax Revenue (•) 8.15 10.25 10.13 11.97 IU.38 13.90 1U.77
Tax Burden (Percent) 2.3*' 3.6 U.3 3.8 5.1 U.7 u.7
TABLE XXIII (continued) f
1929 1930 1931 1937 1936 1939 191:0
PoFcapita Tax Revenue ($) 12.53 13.53 12.68 17.75 18.57 17.83 19.7k
Tax Burden (Percent) 2.7 3*5 U*1 U»3 U.8 k»k U»8
VIRGINIA
Per Capita Tax Revenue ($) lk.09 13.82 13.78 15.80 16.25 16.80 17.25
Tax Burden (Percent)_____ 3.1; 3.9 U.lt U.l U«6 U.5 U.2
Source: United States Department of Commerce* Bureau of the 
Census, Financial Statistics of States t 1929-19391 
Compendium of State Government Finances. 19u0;
Purvey of Current business, August, 1953: Statistical 
Abstract of the United States, 1929-19UO.
-̂Ratio of tax revenues to national income.





State and Local Total Tax Revenues, Property Tax Revenues, and 
Aid Received from Other Governments in All States and 
13 Southern States, 1932 and 191*2
(in millions)



















Local 1*597 1*1*68 1*273 1*353 1830 915
ALABAMA1 91 $3 26 32 12 5
State 62 21* 5 8 11 5
Local 29 29 21 . 21* 32 H*
ARKANSAS 60 3U 17 20 8 7
State 1*6 18 1* 1* 8 7
Local 1$ 17 13 16 10 8
FLORIDA 123 75 52 1*8 11 3
State 68 27 2 3 11 3
Local $$ 1*8 5o 1*5 23 H*
GEORGIA HZ' 66 1*1 ia 11 , 1*
State' 71 28 5 6 13 1*
Local 1*1 38 36 35 22 9
KENTUCKY 109 67 1*5 1*8 13 1*
State 67 27 6 11 13 1*
Local 1*2 1*0 39 37 11 7
LOUISIANA 120 73 51 15 5
State 80 27 82 9 5
Local 1*0 1*6 33 ia 302 7
NORTH CAROLINA 159 98 1*6 56 11* 3
State 113 1*2 3 3 11* 3
Local 1*6 $6 1*3 52 9 13
OKLAHOMA 122 77 la 53 22 5
State 80 28 __ 3 5 20 5
Local 1*2 1*9 .la 1*8 26 13
SOUTH CAROLINA 78 Ul 27 25 9 2
State ' $1 17 2 . 3 9 2-
Local 27 21* 25 22 19 8
TENNESSEE 118 69 1*7 1*0 19 3
State 66 26 1 1 16 3





Aid Received from" 
Other GovernmentsTotal Taxes
TIBET............ 306 20t 151* 37 10
State 170 81* 23 26 31* 10
Local 136 122 130 122 78 39
VIRGINIA 121 75 1*1* 1*0 13 3
£tate 75 35 5 3 12 3
Local 1*5_.. 1*0 ft..-. -3 1 21 11
Source: Halted States Department of Commerce, Bureau of
the Census, Historical Review of State and local 
Finance*
^National and state totals for aid received from other 
governments are shown excluding duplicating fiscal aid from state 
and local governments; whereas the separate "state1* and "local" lines 
include all aid from other governments - state, local, and federal*
Homestead exemption credits are classified as aid received 
from other governments rather than as property tax revenue.
3Less than $*5 million.
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TABLE XXV
State and Local Total Expenditures, Operation Expenditures, 
Capital Expenditures, and Interest Expenditures in 
All States and 13 Southern States in 1932 and 191*2
___________ (in millions)
Operation
Total Expenditures Expenditures Capital Outlay Interest
1932 1932 _
CVI& 1932 191*2 1932 191*2
Alt S^AtES ’ ’ 95& 1*95$ 5533 7216 23W 1017 515
State 2506 5863 1058 1^16 886 615 112 110
Local 7057 7096 1*1*76 5301 11*76 02 732 1*05
ALABAMA 90 n a 53 72 17 13 11 8
Stale”" 37 73 15 21 9 10 1* 3
Local 51* 68 38 51 8 1* 6 5
ARKANSAS 68 78 32 1*2 22 5 11 11
State 39 1*7 8 20 18 3 8 7
Local 29 31 23 22 2 2 3 3
FLORIDA 98 •178 56 97 10 18 21 l5 oState 26 77 13 35 6 11 — 1 2
Local 73 ' 100 1*2 62 3 7 21 15
GEORGIA 98 151* 57 89 23 19 6 3.
State Ul 79 12 28 19 11* 1 1
Local 57 75 1*1* 62 1* 5 1* 3
KENTUCKY 95 135 58 77 22 21 5 5,
State 38 77 18 32 13 16 1 1
Local 57 58 ia 1*5 9 1* 5 1*
LOUISIANA 163 203 59 103 73 21 16 ll*
State 81* 120 21 1*8 5U ll* 3 7
Local 79 83 38 19 7 ll* 8
MISSISSIPPI 72 110 ____2 2 10 9 10 8
State 23 58 ____2 .. 2 5 6 1 3
Local 1*9 52 ____2 ____2 5 2 8 5
NORTH CAROLINA 130 179 67 101* 13 18 28 16
State 1*7 111* 15 62 7 15 8 6
Local 82 65 5a 1*2 6 3 20 9OKLAHQLA 132 166 76 105 32 12 7
State 1*3 91 18 1*8 17 9 1
Local 86 75 57 58 15 3 12 6
SOUTH CAROLINA 69 111* 30 56 23 ll* 11 7
State 38 61* 9 21 21 11 5




Total Expenditures Expenditures Capital Outlay Interest
1932 191*2 1932 19& 1932 191*2 1932 191*2TENNESSEE 107 157’ ol* 86 18 8 16 12
£tate 37 81 17 26 8 1* 6 1*
Local 70 86 he 60 11 1* 10 8
TEXAS 311 1*1*6 157 233 77 1*6 37, 26
Siate 107 199 39 75 35 28 ___1 1Local 20 21*7 118 158 Ul 18 37 26
VIRGINIA 107 165 67 87 19 31 10 7
State 1*2 89 21* 32 10 25 1 1
Local - ._J&. 76 1*3 1+6 9 __} h 2
Source: United States Department of Commerce, Bureau of the
Census, Revised Summary of State and Local Financial 
Statistics of State and Xocal Government, 1932.




State and Local Gross Debt, Per Capita Gross Debt and the 
Debt Burden in All States and 13 Southern States,
1932 and 19l*2
Amount in Millions Per Capita % of Income Payments
1932 191*2 1932 191*2 1932 . _ WTOTAL 17*77 173̂ 0 2*0.00 129.1*7 37.1 ll*.9
State 2361 2732 18.91 20.1*2 5.0 2.3
Local 1̂ 216 11*603 121.88 109.16 32.1 12.5
ALABAMA 211 222 78.1*0 78.98 50.1* 15.5
State 02 7l* 30.1*7 26.33 19.6 5.2
Local 129 - 11*8 1*7.93 52.65 30.8 10.5
ARKANSAS 256 219 113.91 138.71* 89.2 2l*.l*
State 161* 11*9 77.50 88.88 57.1 16.6
Local 92 70 36.L1 1*9.86 32.1 7.8
FLORIDA 513 1*21 337.17 195.97 95.2 29.0
State 1 — — — — — .1*7 ------ .1
Local 513 1*20 337.17 195.51 95.2 28.9GEORGIA 107 132 36.09 Ll.l*2 19.1 8.0
State 12 26 L.05 8.16 2.1 1.6
Local 95 115 32.05 36.09 17.0 7.0
KENTUCKY 113 128 1*2.71 1*6.09 21.3 9.6
State 16 9 6.05 3.21* 3.0 .7
Local 97 119 36.66 1*2.85 18.3 8.9LOUISIANA 360 376 165.15 150.17 72.1 26.6
State 81* 182 38.51* 72.69 16.8 12.9
Local 276 191* 126.62 77.1*8 55.3 13.7
MISSISSIPPI 179 176 88.1*2 76.66 69.9 19.9
State 36 81 17.78 35.28 ll*.l 9.2
local U*3 95 70.63 Ll.38 55.9 10.8
NORTH CAROLINA 533 393 161.25 107.22 92.5 21.1
State 165 108 50.51* 1*9.1*6 28.6 5.8
Local 368 281* 112.71 77.1*8 63.9 15.2
OKLAHOMA 19k 122 80.95 58.72 38.3 9.2
State 11 39 1*.59 18.77- 2.2 3.0
Local 183 82 76.36 39.1*7 36.1 6.2
SOUTH CAROLINA 172 193 95.95 96.1*3 65.9 20.1
State 78 86 1*3.51 1*2.97 29.9 9.0
Local 9h 107 52.1*1* 53.1*6 36.0 11.2
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TABLE XXVI (continued)
Amount In Millions Per Capita % of Income Payments
1932 19k2 1932 191*2 1932 191*2Tennessee 3̂ 3 363 119.39 12i*.09 61*. 9 £3 .6
State 9k 86 31*. 75 29.1*0 18.9 5.6
Local 229 277 81*.65 91*. 69 1*6.0 16.1TEXAS 7kd 683 126.00 102.10 50.1* 15.3
State 10 18 1.68 2.69 .7 *ULocal 738 665 121*.31 99.U1 1*9.7 H*.9VIRGINXA 181 162 72.39 5U.02 27.7 7.7
State 26 21 10.1*0 7.00 l*.o 1.0
Local . ...& ill 61.99 1*7.01 23.7 ______ 6.7._____
Source: United States Department of Commerce* Bureau of the 
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